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For point of departure, it is assumed that the uses and pur- 

pose of a general ledger need only be stated, viz.: 

1. To make available, in a single record, all the facts neces- 
sary to inform those in official position concerning the 
true financial condition and operative results of th 
corporation. 5 

2. To provide the means for the exercise of administrative 
control over the completeness and accuracy of all sum- 
mary as well as all detail accounting records and reports 
of the institution. 

This assumption, however, raises certain fundamental questions 
which must be answered before the form and contents of a mu- 
nicipal general ledger may be intelligently discussed. If one of 
the purposes of a general ledger is to make available all the facts 
necessary to the consideration of the financial condition, then 
what are these essential facts? What is it that the officer must 
know? What must anyone know who is called upon to think 
about the finances of the city? 


THE GENERAL LEDGER OF A MUNICIPALITY 


-Municipal charters have made ample provision for powers of 
central administrative and financial control. This done, con- 
structive effort has ceased, notwithstanding the fact that officers ; 
and boards charged with the exercise of these powers have been 
left without means to make them effective. Mayors have been 4 
charged with the executive direction of diverse, highly technical, a 
and highly complex branches of business, with little or no pro- 
vision for current knowledge of detail or of results ; boards have 
been made responsible for granting appropriations and levying 
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taxes, without the means of previously informing themselves 
with respect to corporate needs; citizens have not infrequently 
complained that public business is not conducted with the same 
degree of intelligence as private undertakings; yet comptrollers 
have been expected to audit claims without evidence competent 
to prove their justness, and to supervise the fiscal concerns of 
public corporations without the instruments of official intelligence 
which have been found to be absolutely necessary to the exer- 
cise of official discretion in private business. Moreover, the 
technique of administration of cities has been so far neglected 
that even those who have been called into advisory relation have 
reached no conclusions which are commonly accepted by the gen- 
eral professional group to which they belong, each member of 
the profession raising serious question with respect to the pre- 
mises and conclusions of his fellows, the confidence of the officer 
thereby being shaken in the competence of any and all to give 
advice pertaining to the technique of administrative control. It 
is for the purpose of raising for consideration certain questions 
with respect to the general ledger as a central controlling device, 
questions seemingly fundamental to sound reasoning and intelli- 
gent judgment, that these suggestions are ventured. 


Facts EssENTIAL TO JUDGMENT WITH RESPECT TO FINANCIAL 
CoNnDITION 


By those accustomed to corporate management it will be 
accepted as axiomatic that intelligent consideration of financial 
condition requires that the administrator should know at least: 

1. What the corporation owns. 

2. What the corporation owes. 

3. Excess of assets over liabilities (or vice versa). 
A municipal corporation has also certain conditions and rela- 
tions to be expressed and considered that are sui generis. In 
order to protect its properties and vouchsafe its purpose, its 
officers are hedged about by limitations not common to private 
concerns. Acquiring its properties and funds through eminent 
domain and through the exercise of other powers of sovereignty, 
devoting its funds to definitely described uses, its agents are per- 
mitted to proceed only on definite warrant and specific authoriza- 
tion. Not only is the municipal officer and employee subject to 
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all the duties and obligations of corporate trusteeship, but each 
class of revenues is to be assigned to the particular purpose of 
the levy or accrual, and expenditures can be made only after 
compliance with the terms of specific grants. 

If we consider the accounts and reports of a city from the 
viewpoint of the information needed for intelligent direction and 
supervision, the data reflected on the general ledger must be 
collected and classified with reference to two essentially different 
legal and institutional relations, viz. : 


The first relation, which may be called proprietary, deals 
with the corporation as a legal person: it comprehends 
the legal rights and obligations of the institution as a 
whole; considers what the corporation owns; what it 
owes; what have been the results of its operations ex- 
pressed in terms of revenue, expense, surplus, deficit. 


The second relation, which may be called funding, deals 
not with the corporation as such, but with its officers and 
agents: it comprehends acts of appropriation, charter 
and other restrictions or mandates laid on those who serve 
it as agents; it determines what each may do or may not 
do with monies or resources in his hands, without respect 
to what the corporation owns, what it owes, or what may 
have been the results of operation, except in so far as 
these may have been taken into account at the time such 
limitations were established or definite authorities were 
given. 


While the corporation, as such, and its officers have been con- 
stantly required to act and think in terms of proprietorship and 
in terms of authorities, the accounts have not been so organized. 
The suggestion now is made that what has been an administra- 
tive requirement and subconscious theory shall be accepted as a 
first principle of classification; that in exemplification of this 
principle there should be one category or complement of general 
ledger accounts dealing with the corporation as such, another 
dealing with its officers and agents; that one class of accounts 
should be based on evidence of ownership, debt, and credit, and 
that the other class of accounts should be based on evidence of 
agency, trusteeship, and the power of ultra vires and adminis- 
trative control invoking the punitive powers of the courts. 
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ADMINISTRATIVE CONSIDERATIONS GOVERNING CLASSIFICATION 


By accepting these legal and institutional relations as guiding 
principles of classifications a beginning has been made; upon 
this foundation the superstructure of accounting detail is to be 
erected. If the general ledger of a city is to be the instrument 
of central administrative control, and if this control is to be 
exercised through knowledge of facts made accessible to the offi- 
cers through reports, then what are the essential facts pertaining 
to proprietorship, what must be known about municipal funding? 
Hazardous as may be any attempt to outline or describe the 
central instrument of accounting control for the use of munici- 
palities, constructive suggestion is offered as a basis for pro- 
fessional consideration. 


AccouNTs REFLECTING RELATIONS OF PROPRIETORSHIP 


With respect to municipal Proprietorship it is assumed that 
it is desirable clearly to separate the assets and liabilities which 
are available for or have grown out of current operation from 
those which are available for and have grown out of the acqui- 
sition of permanent properties and improvements. With this 
general basis for classification, the information concerning assets 
and liabilities,to be carried on the general ledger is suggested in 
a pro forma corporation Double-Balance-Sheet, shown on page 


405. 


It is to be noted that in the pro forma double balance sheet 
suggested every kind of property obligation is included, but that 
in the Current Account, only “ assets applicable to the payment 
of liabilities incurred in current operation” is provided for. 
This does not signify that “assets applicable to future expenses 
only” are not to be carried on the general ledger. These are 
exhibited in the statements which carry the “current operation 
and surplus account” subjoined to the “Current Account.” It 
is further to be noted that, although the “ Sinking Fund” is in 
its nature a “ Capital Account,” it is eliminated from the state- 
ment for purposes of simplicity. The accounts necessary to con- 
trol of sinking funds, however, would be carried on the general 


ledger. 
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CURRENT ACCOUNT 


I.—Assets applicable to the payment of liabili- 
ties incurred in current operation: 
2. Revenues receivable............. 000,000.00 
(a) Uncollected Taxes........... $000,000 . 00 
Uncollected Water Rates...... 000,000 .00 
c) Other Revenues Receivable.... 000,000.00 
3. Miscellaneous Accounts Receivable 00,000 .00 


II.—Liabilities to be met by revenue receipts 


and temporary taxes: 
1. Immediate Demands for Cash... . 000,000 .00 


(a) Invoices Payable............. 00,000 . 00 
(b) Vouchers Payable............ 00,000 . 00 
(c) Payrolls Payable............. 00,000.00 
(d) Warrants Payable............ 00,000.00 
(e) Judgments and Mandamuses... 00,000 .00 


2. Temporary Loans (revenue bonds, 


CAPITAL ACCOUNT 


I.—Assets applicable to the payment of lia- 
bilities to be met out of capital funds 


(other than sinking fund)............. $000,000.00 
1. Cash on hand (for purchase of 
2. Accounts Receivable............ 000,000.00 000,000.00 


II.—Liabilities to be met out of capital assets 


(other than sinking fund): 
2. Vouchers Payable. 00,000.00 
4. Warrants Payable.............. 00,000.00 
5. Mandamuses Award- 


IV.—Bonded Debt (less sinking funds available 
for meeting same), amount of cost of 
properties, and equipment provided for 

out of revenue an ere 000,000 . 00 


Excess of Assets over Liabilities... .. 00,000.00 
Excess of Liabilities over Assets... .. 00,000.00 
xcess of Available Assets over Imme- 
III.—Cost of Permanent Improvements: 
1. Land 00,000.00 
2. Build 0,000.00 | 
$000,000 . 00 
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The classification shown under the caption “Current Ac- 
count ” has a double purpose: 


1. To show the value and kinds of assets owned by the 
city which may be used to meet liabilities incurred in 
current operation or chargeable to current account, and 
to oppose to these every kind of obligation to be met. 


2. To classify assets and liabilities in such a manner that 
(a) “cash” may be opposed by “ immediate demands for 
cash,” and (b) “ uncollected taxes,” or other revenues re- 
ceivable which may be pledged, may be opposed to “ tem- 
porary loans.* 


Intelligent consideration of financial condition requires not 
only that an instantaneous photograph be taken from time to time 
showing what the corporation owns and what it owes, but also 
that this be supplemented by a biographic picture. The admin- 
istrator must see the institution as a going concern. It is not 
enough to know present condition; information must be avail- 
able which will enable him to account for this condition, whether 
it be favorable or unfavorable. In historic sequence the results 
of transactions must pass before his eye. The premises for 
administrative judgment lie in a true representation of: 

1. Condition at the beginning of the period under review. 

2. What the corporation has acquired. 

3. What the corporation has disposed of. 

4. Condition at the end of the period. 

5. Results analyzed to explain changes in condition. 

The four conclusions first above mentioned may be drawn 
from a comparative balance sheet; they require only that the 
accounts already suggested be historically displayed. The fifth 
conclusion—the explanation of resultant changes in assets and 
liabilities necessitates the keeping of operation and surplus ac- 
counts. The transactions affecting assets and liabilities must 
also be translated in terms of revenue and expense or surplus 
and deficit, and analysis of surplus requires that the accounts 
shall show what assets are available for future expenses only, 
such as “stores,” “prepaid rents,” “prepaid insurance,” etc. ; 


* While the summary statement Is necessarily general in character, any significant group- 
ing may be used that may be serviceable, so long as the general theory of the account is not 
destroyed. The terms used in the balance sheet are so common that it is not thought worth 
while to enlarge on their content. 
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what distribution of current funds has been made to “ sinking 
fund” or other “ capital” or “trust” uses; what “ sales of old 
material” and other abatements of operating expenses, etc., are 
to be reckoned with. The general ledger accounts through which 
these working relations may be represented are suggested by the 
“operation and surplus” account appended. (Page 421.) 


Accounts REFLECTING FUNDING RELATIONS ONLY 


For the purpose of enabling the finance officer to exercise 
control over the many and complex fund accounts which munici- 
pal offices are required to maintain it is suggested that the gen- 
eral ledger should carry the following accounts with each group 
so far as they may apply: 

Fund Debit Accounts: 

1. Estimated requirements. 
2. Available balances (other than cash). 
3. Unapplied balance (net cash). 

Fund Credit Accounts: 

1. Authorizations to incur liabilities (unencumbered bal- 

ance). 

2. Reserve for contracts. 

3. Reserve for open market orders. 

4. Other reserves. 
As has been pointed out, the purpose of these accounts (aside 
from the exercise of accounting control) would be to show in 
summary form all the information necessary to the guidance of 
the executive and council pertaining to restrictions and limi- 
tations placed on funds of the city and on the officers who are 
responsible for their administration. To this end it is conceived 
that the foregoing summary is the minimum of information 
needed. Since the terms used here are not found in common 
accounting practice, an explanation follows: 

“ Estimated Requirements” as a debit fund account would 
be installed for the purpose of keeping before the finance officer 
(and those who are required to administer on or protect the funds 
of the city) the amount of the estimated revenue or other pro- 
vision to be made to meet obligations previously authorized— 
these requirements to be met through tax levies, miscellaneous 
revenues or other sources of replenishment, the balance in the ac- 
count being the difference between the estimate on which author- 
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izations were based and the amount actually accrued or collected. 
When applied to a fund against which annual appropriations are 
made the balance would show at the end of the fiscal year the 
amount of deficiency to be met or made up in the next budget, 
or conversely the amount which would go to reduce taxation. 
In most cities at the present time such information must be 
compiled as needed. 

“ Available Balances (other than cash)” is the title suggested 
for an account to be kept of the amount of taxes levied which 
inure to the benefit of each fund or class of funds and which 
goes to reduce the “ estimated requirement,” as a matter of law. 
The balance of this account would be the difference between the 
amount accruing to the benefit of the fund and the amount col- 
lected and cancelled, thereby keeping before the administrator 
the amount of collectible taxes to be realized in the future. The 
information is not at present found in the accounts of most cities. 
The total of taxes receivable as shown on the “ proprietary ” bal- 
ance sheet would equal the total of all “ available balances” as 
shown on the “ fund balance sheet.” 

“ An Unapplied Balance (net cash)” is suggested as the title 
of an account in each fund or class of funds carried on the gen- 
eral ledger, which would show the net amount of cash available 
after deducting all the liquidated outstanding obligations, such as 
warrants payable, payrolls payable, judgments, etc., chargeable 
against the fund. This information is not usually shown in a 
single account, but must be obtained by compilation of data or 
by calculation. The total of the “ unapplied balances ” in all funds 
would equal the total of cash shown on the “ proprietary ” bal- 
ance sheet, less the amounts of outstanding liabilities which are 
immediately payable. 

“ Authorizations to Incur Liabilities” (unencumbered bal- 
ances) is suggested as the title of an account which shows the 
balance unencumbered of all authorizations to incur liabilities 
against each of the funds or classes of funds carried in the gen- 
eral ledger. For example, the total of authorizations to incur 
liabilities against a revenue fund may be the total of appropria- 
tions. This would be reduced by the contracts entered into, open 
market orders issued, and other obligations incurred under the 
authorization, leaving in the account the unencumbered balance. 
The administrative value of this account cannot be overestimated, 
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in that it will keep before the finance officer and others the 
limitations placed by law upon the administration with respect 
to the incurring of obligations, making it impossible to exceed 
appropriations or bond authorizations except with due knowl- 
edge on the part of the officer making the contract as well as 
the controlling office. This information is obtainable in but few 
cities or, for that matter, other governmental corporations. It 
follows that, if a fund may not be overincumbered, it cannot be 
overspent. 

“ Reserve for Contracts” is the title of an account to be kept 
with each fund, showing all contracts entered into, the payment 
of which will be chargeable against the fund. The balance of 
this account would be the total amount entered into, less vouch- 
ers or warrants drawn for payment. While this amount is usu- 
ally obtainable, in most instances it is not properly related in 
the accounts and reports to authorizations to incur liabilities as 
no regular method obtains for taking into account the open 
market order and other obligations at the time contracts are 
presented to the finance officer for certification. 

“ Reserve for Open Market Orders” is the title of an account 
suggested to show the total open market orders issued, payable 
out of the fund or class of funds carried in the general ledger, 
reduced by the vouchers or warrants drawn for the payment of 
the same. This information is seldom available. 

“ Other Fund Reserves” is a general title suggested for such 
reservations as for temporary loans payable out of the particular 
fund or class of funds carried on the general ledger and which 
must be taken into account in determining the fund “ require- 
ments.” 


THE GENERAL LEDGER AS A DEVICE THROUGH WHICH CONTROL 
MAY BE EXERCISED OVER THE COMPLETENESS AND ACCURACY 
oF Detait ACCOUNTS 


If the general ledger fulfills its highest purpose it must not 
only be an independent controlling device, but it must be up to 
date. This is essential both for reporting and to the adminis- 
tration of discipline. If it is to be used as a controlling device 
it must obtain its posting totals by means of independent reg- 
istration of transactions. Again, if the several classes of trans- 
actions are registered or journalized as they pass through the 
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central accounting office, then the corresponding totals may be 
obtained daily, weekly, or monthly, as desired. To enable the 
central finance officer to have knowledge of work or processes 
in arrears it is desirable that he have daily totals before him. 
In order that he may have these totals reported daily without 
requiring a daily posting to the ledger, it is suggested that a 
daily balance book after the style of a Boston ledger be kept 
as an auxiliary accounting and reporting medium, these cumu- 
lative totals to be proved with and reconciled to the weekly or 
monthly totals on posting dates. The accuracy of detail sub- 
sidiary ledgers would be controlled through periodical trial bal- 
ances and reports supporting the summary accounts on the gen- 
eral ledger. 

To the end that concreteness may be given to the considera- 
tion of suggestions here made, forms of journal entries and 
outlined ledger postings are subjoined. The example given is 
adapted to the accounts of a particular city having a population 
of about half a million whose accounts have been critically ex- 
amined, and therefore are not “assumed.” Moreover, the gen- 
eral plan is in operation in another city. Consequently it is not 
to be considered as an idealistic dream. The primary purpose 
of this paper is to raise questions as to whether there is not some 
common basis for general ledger accounting classification in mu- 
nicipalities, and to suggest some of the fundamental legal and 
institutional relations that have been overlooked in devising sys- 
tems of accounting and administrative control. 
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OPENING JOURNAL ENTRIES 
000 00 omitted 


Cash 
Lands (value $19,500) cost. 
Improvements—cost 
arrants payable. . 
Payrolls 


Estimated req 

Available (other than sens. nee 

Unapplied bala ces (net cash). . 
Authorizations 


tracts 


Municipal Revenue 
Estimated requiremen 
Available (other than cash) 
Unapplied balance (net cash) 
Authorizations. ......... 


Reserve for open market orders 
Reserve for retirement of temporary loan. . 


Harbor Revenue Fund 


Estimated requirements 

Available (other than cash). . 

oe 
Reserve for contracts..... 


Waver Works 


Estimated req 

Availab'e ‘than cash). . 

Unapplied balance (net cash)......... 
Authorizations 


Various Special Funds and Accounts 
Estimated requirements 
Available balance (other than cash) . . 
Unapplied balance (net cash) 
Authorizations 


| 
Current Accounts Dr. Cr. 
I, 
| $3,760 | 
Capita’ Accounts 
Excess of cost of permanent improvements over debt............. 7,770 
$32,800 $32,800 
Interest and Public Debt Revenue Fund 
$630 $630 
$1,100 
250 
$1.630 $1,630 
"$74 
Reserve for open market orders..............cceeeccceceeeeecs I 
$74 $74 
$796 $796 
$2,970 
$2,835 j 
$2,970 $2,970 
2 
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CURRENT JOURNAL ENTRIES 


Source of Class of 
Entry Entry Description of Entry Dr. Cr. 
a 
Budget F Estimated revenues from taxes and miscellaneous 
receipts, including fund surpluses required: 

Interest and the public debt revenue fund....... $1,750 
9,000 
Water works revenue 1,100 


To 
Authorizations to incur liabilities under ordi- 
nances of appropriation: 


Interest and public debt revenue fund...... $1,750 
Municipal revenue fund................... 9,000 
Water works revenue fund................ 1,100 


being the total amount of appropriations for the 
ear 1900, effective April of that year as shown 
the certified copies thereof on file in the office 

of the comptroller. 

Note: The debit accounts would be established 
for the purpose of showing at all times the revenue 
requirements of each of the funds affected thereby, 
based on the comptroller’s estimate of revenues to 
accrue during the year and to which the taxes annu- 
ally accrued and the miscellaneous revenue receipts 
and the fund surpluses may be credited and taken 
into account. 

The credit accounts would be established for the 

urpose of enabling the comptroller to limit the 
Fiabilities incurred by officers and agents of the 
city by setting up the total amount of liabilities 
which may be incurred and charging against the 
same all liabilities payable out of appropriations 
as soon as they accrue. 


Tax levy P Revenues receivable: 
fe) 


Revenue—debt $1,555 
Revenue—general government............. 6,005 


and 
F Available balance (other than cash): 
Interest and public debt revenue fund....... 1,555 
‘o 


Estimated revenues from taxes and miscel- 

laneous receipts including fund surpluses 

required: 

Interest in public debt revenue fund...... 1,555 

Municipal revenue fund................. 6,005 
being the total amount of the tax books or tax 
rolls for the year 1909 certified to the comptroller 
and the collector of revenues. 


Note: The debit proprie account would be 
established for the p se of enabling the city 
comptroller to have before him at all times the 
balance of revenues receivable uncollected as rep- 
resented by bills in the hands of the collector of 
revenue, and enabling him to prove the accuracy 
of the subsidiary books which carry the receivable 
accounts, by means of trial balances, and schedules 
—— the general account. 

: e credit proprietary accounts would be estab- 

lished for the pusgese of enabling the comptroller 

to set aside the adjusted gross revenue of the city ‘ 
from taxes, and to have before him at all times 

definite and exact information concerning acc 

for the purpose of budget-making and reporting. 

The debit fund accounts would be established 
for the purpose of keeping before the city comp- 
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Sour: Class 
oot hd Description of Entry Dr. 


troller the total available assets of the interest in 
public debt revenue fund and the municipal reve- 
nue fund other t cash. 

The credit fund entry would be made to reduce 
the amount of the estimate of revenues from taxes 
and miscellaneous receipts, including fund surplus 
required, as shown in each of the fund accounts 
established through journal entry ‘“‘b”’ described 
above, this reduction being the amount actuall 
accruing from taxes during the period for whic 
the estimate was made. 


Unapplied (net cash) 
Various special funds and accounts 


To 
Authorizations to incur liabilities 
Various special funds and accounts 
being the total proceeds of bond sales (assuming 
that the bonds were sold at par). 

Note: The debit proprietary account would be 
established as a basis for determining the balance 
of cash on hand which may be used for the liquida- 
tion of liabilities incurred for construction and 
other capital uses. 

The credit geceaintory account would be estab- 
lished as a controlling balance over the accuracy of 
subsidiary records showing the details of the funded 


debt. 

The debit fund entry would establish an account 
against which all claims may be charged as liqui- 
dated, and before payment thus —e allowance 
for other entries affecting the same, showing the 
true net cash balance unapplied for the purpose 
comprehended within ‘‘various special funds and 
accounts.”” 

The credit fund account would be established 
for the purpose of keeping before the comptroller 
the balance of authorizations to incur liabilities 
which must be met out of “‘ various special funds 
= accounts’’ as shown on the general ledger of 

city. 


d 


Authorizations to incur liabilities: 
Municipal revenue fund 
Water works revenue fund 
Harbor revenue fund 


or contracts: 

Municipal revenue fund............ 

Water works revenue fund 

Harbor revenue fund 

Various 
being the amount of contracts awarded, advice of 
which would be received by the city comptroller 
at the time the awards are made, these awards be- 
ing currently recorded as received on a sugeter of 
contract —, the total thereof being the basis 
for this entry; the formal instruments as evidence 
of the contract being submitted to the comptrol- 
ler for his certificate, after the same have 
executed. 

Note: The debit fund entries would be made to 
reduce the balance of authorizations to incur lia- 
bilities against the funds represented by the 
—— of contracts awarded. 

° ing ore the city comp- 

troller wy of contracts which have not 
been liquidated by warrants, judgments or other 
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200 
Contract F 
Register q 
250 
10 
Various special funds and accounts...... .. 800 | 
$3,500 
250 i 
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Description of Entry 
charges against the same. and for the purpose of 
establishing on the general | a balance by 
means of which the accuracy of pos' to sub- 
sidiary contract ledgers may be proved by tria 
and report. 


e 
Authorizations to incur liabilities: 
Municipal revenue fund 
Water works revenue fund.... 
Harbor revenue fund 


Reserve for open market orders: 

Municipal revenue fund 

Water works revenue fund 

Harbor revenue fund 

\arious special funds and accounts...... 
being the amount of orders issued for the purchase 
of supplies in the open market and for services to 

rendered not under formal contract, as evidence 

of which instruments in writing would e pre- 
sented to the city comptroller for his ap roval and 
for registration against the funds out of which the 
liabilities so incurred would be liquidated, the 
same to be currently registered and recorded as re- 
ceived in the office of city comptroller, the classi- 
fied total of the register being the basis for this 
entry. 


Note: T e debit fund entry would be made to 
reduce the balance of authorizations to incur lia- 
b lities against each fund represented and in the 
amount certified. 

The credit fund account would be est»blished 
for the purpose of keeping before the comptroller 
at all times the balance of orders not liquidated; 
also for the purpose of esta’ lishing on the general 
ledger a balance by means of which the accuracy of 
postings to subsidiary ledgers containing detail ac- 
counts with open market claimants might he 
proved by the trial balance and eport, should 
such ledgers be established and maintained in any 
or all of the several departments of the city; —_ 
marily, in the office of the commissioner of supplies. 


Cash re- $13,215 
ceipts (other 

sales) Accounts receivable—taxes 


and 
Unapplied balances (net cash) 
Interest and public debt revenue fund....... 
Municipal revenue fund 
Water works revenue fund.............. 
Harbor revenue fund........ 


To 
Available balances (other than cash) 
Interest and public debt revenue fund. ... 
Municipal revenue fund 
Estimated revenue from taxes and miscel- 
laneous revenues, including fund surpluses 
required: 
Municipal revenue fund 
Water revenue fund 
Harbor revenue fund 
Reserve for retirement of temporary loan— 
municipal revenue fund 
being the total amount of cash received other than 
the proceeds of bond issues. 


Note: The debit proprietary account would be 
established to show the balance of cash available 
for current or general municipal purposes. 
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Various special funds and a counts......... 100 
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1,482 
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Source Class 
Description of Entry 


The credit proprietary entry would be made to 
show the amount by which Kompomney loans had 
been increased and accounts receivable had been 
reduced by equations. 

The debit fund entry would show the amount b 
which the unapplied or net cash balance of 
fund would be increased and the funds affected 


thereby. 

The credit fund entry would show the amounts 
by which the available balances (other than cash) 
in the funds affected thereby had been d i 
and in so far as the cash equations were not from 
taxes, the amounts by which the unrealized bal- 
ance of estimated fund requirements had been re- 
duced by receipts from revenues other than taxes, 
as well as the amount required to be reserved out 
of the unapplied (net cash) balances of the balance 
in municipal revenue fund to retire a temporary 
loan, this reserve operating in effect as a reduction 
of the unapplied (net cad balance. 


Departmental expenditures 
in progress 


Warrants payable (current account) 
Warrants payable (capital account). . 


an 

Reserve for contracts: 
Municipal revenue fund 
Harbor revenue fund 


Various special funds and accounts 
ve for open market orders: 

Municipal revenue fund 

Harbor revenue fund 

Water works revenue fund................ 

Various special funds and accounts 
Authorizations to incur liabilities: 

Interest and public debt revenue fund 

Municipal revenue fund 

Harbor revenue fund 


To 
Unapplied balances: 

Interest and public debt revenue fund... . 

Municipal revenue fund 

Harbor revenue fund 

Water works revenue fund............. 

Various special funds and accounts 
being the total amount of warrants registered as 
shown by the warrant register, the classified totals 
of the register being the basis for this entry. 

Note: The debit proprietary account, ‘‘De- 
Expenditures,’’ would be established 
or the purpose of showing the total amount of ex- 

nditures which would later be distributed by 
journal entry to the several accounts showing ex- 
penses, stores, advances, etc. 

The debit proprietary account, ‘Construction 
in Progress,’’ would be established for the purpose 
of — the total cost of construction as de- 
termined by the vouchers drawn in payment of 
construction contracts, the total amount paid on 
each contract being closed out of this account as 
each contract is completed. 

The credit proprietary account, ‘Warrants 
Payable (Current Account),’’ would show the 
amount of warrants drawn on current account and 
the amount of warrants drawn on capital account. 

The debit entry to the fund account, ‘‘ Reserve 
for Contracts," would be the amount of warrants 
drawn in payment of contracts which would go to 
reduce the amount of the contract reserve. 

The debit entry to the fund account, “‘ Reserve 
for Open Market Orders,"’ would be the amount of 
vouchers drawn in payment of claims on open 
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$9,010 
Water works revenue fund...............6. 200 
725 
900 
° 150 
75 
2,300 
1,900 
50 
Water works revenue fund................ 500 
{2,300 
5,800 
60 
850 
800 
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Description of Entry 


market orders, thereby reducing the open market 
order reserve. 

The debit entry to the fund account, ‘‘ Authori- 
zations to Incur Liabilities,"” would be the amount 
of warrants drawn on payrolls and miscellaneous 
claims for which no reserve had previously been 
set up, thereby reducing the balance of authori- 
zations which may be incurred. 

The credit entry to the fund account ‘‘Unap- 
plied Balances’’ would be the amount by which 
the net cash of each fund is reduced. 


h 
Departmental 


To 
Payrolls payable (current account).......... 
Payrolls (capital account).......... 


an 
Authorizations to incur liabilities 
Municipal revenue fund. 


Unapplied balances: 
Municipal revenue fund................ 


Various special funds and accounts. 

being the amount of payrolls registered as taken 
from the classified totals of the payroll register. 

Note: The debit entries to both the proprietary 
accounts would be for the same purpose as de- 
scribed in journal entry ‘‘G,’’ the credit proprie- 
tary accounts bein ng established for the purpose of 
Gomme the unpaid liability for payrolls registered 
which have not yet been audited. 

The entries to the fund accounts would be for 
the sam 7) (ieee as above described under journal 
entry ‘ 


Rents paid in advance......... 
Insurance paid in advance...... 
Other expenses paid in advance 


Departmental expenditures. ................ 
being the amount distributed from departmental 
expenditures as reported from the several depart- 
ments in which records are kept showing such 
distribution. 

Norte: The account, ‘‘Stores,”’ 
would be established to show the balance of stores 
on hand, the department store accounts under this 
control showing both the receipts, deliveries and 
balance supported by inventories. 

The debit proprietary account, “Rents Paid in 
Advance,”” would be established to show the bal- 
ance of rents paid in advance which had not been 
taken into expense; in other words, the net balance 
of the city’s expenditure for prepaid rent. 

The debit proprietary account, ‘“‘Insurance 
Paid in Advance,” would be established for the 
purpose of showing the balance of expenditures of 
po — which had not yet been taken into ex- 


PeThe debit account, “Other Ex- 
penses,”’ would be established for the purpose of 
showing any other or miscellaneous prepayment 
which not yet been absorbed in current ex- 
penses. 

The debit proprietary account, “‘Expen: 
would be the of the expenses 
curred in the several en of the city, the 
details of which will be by the statements or 
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Various special funds and accounts......... 50 
$2,000 
700 
30 
20 


The General Ledger of a Municipality 


Class 
Description of Entry Dr. Cr. 


trial balance taken from departmental expense 
ledgers and cost a the gn eneral ledger bal- 
ance being used for pu control over the 
accuracy of these subsidiary books. 

The credit entry to the proprietary account, 
“Departmental Expenditures,’’ would be made for 
the purpose of clearing the undistributed expendi- 
tures entered in this account from the warrant 
register and payroll register as above described. 


j 


Judgments and mandamuses (current account).. $100 
udgments and mandamuses (capital account) .. 10 


and 
F Authorization to incur liabilities: 
Municipal revenue ‘ 70 
Harbor revenue fund. 10 
Water works revenue fund.......... vensees 20 
Una balances: 
unicipal revenue fund............... 70 
Harbor revenue fund..... to 
Water works revenue fund.......... han 20 
Various special funds and accounts...... 10 
being the amount of judgments as shown from the 
fied totals of the judgment register. 
Note: All of the debit and credit accounts 
shown i in this entry, except the credit proprietary 
account ‘‘ Judgments and Mandamuses,”’ are used 
in the manner previously described. 
The credit account, ‘“‘Judgments and Man- 
damuses,” is established for the a oe of show- 
— the balance of judgments and mandamuses 
ich had been filed in the office of the comptroller 
for which warrants have not yet been drawn and 
which have not yet been paid. 


—general government ............ 3,230 
being the amount of miscellaneous revenues as 
shown from the classified totals of the miscellane- 
ous revenue register. 

Norte: The debit ietary account, ‘“‘Ac- 
counts Receivable,’’ would be established for the 
purpose of setting up the total amount of accounts 
receivable accruing to the city from miscellaneous 
revenue sources, and the balance of these a 
which are still uncollected, thereby separately 
a representing this class of assets on the general 

er. 


e credit p account, “Revenue,” 
would be established for the purpose of cumulating 
the revenues accruing to the city and enabling the 
comptroller and other officers to have before them 
such accumulative totals for purposes of compar- 
ison with expenses and for purposes of budget- 


ont P Payrolls payable $4,000 
ital) 


Judgments and mandamuses payable (current) 
ca co 


To 
I 


capital) 
Payrolls and judgments and mandamuses war- 
ranted during the 
being the amount of warrants registered in pay- 
ment of payrolls and judgments. 
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capital) 
being the amount of warrants as 
treasurer's returns supported 


Stores 

Rents paid in advance 

Insurance paid in advance 

Other expenses paid in advance 
being the amount distributed through “‘Stores,”’ 
“Prepaid Rents,’”’ “Prepaid Insurance," etc., to 
expenses as shown by reports from the several "de- 
partments of the city, taken from the depart- 
mental records and reports of stores distributed, 
etc. 


Construction in progress 
being the amount transferred from cost of con- 
struction in progress to cost of improvements. 


To 
Deficiency for the year transferred to surplus 

account 
being the amount transferred by journal entry 
from the operation account to the surplus account. 


Interest and public debt re revenue drone 
Unapplied balances 


To 
Unapplied balances 
being the amount transferred from ‘‘ Water Reve- 
nue Fund” to the “Interest and Public Debt 
Revenue Fund”’ in order to provide the necessary 
cash to meet debt service requirements. 


Source 
of Class of 
; Entry Eniry Description of Entry Dr. Cr. 
m 
Warrants Warrants payable (current)................... $13,110 
n 
Stores 
reports To 
670 
to 
10 
| 
contracts 
completed $400 
: Operation P $250 
account 
$250 
{ 
F 
Water revenue fund: 
Estimated requirements. 480 
418 


The General Ledger of a Municipality 


yusuBUIed Jo ssooxy— 099'of “4 imbo pue Josd 1 poy, 
—— a 
06 sosnurepueu pue syuew8pn IT 
SHILIMAVI'T SLassy 


‘“SHILITIGVIT AHL ‘ALIO AHL AM GANMO SAILUAdOUd SGNNd AHL ONIMOHS LAAHS AONVIVA AUVWWOAS 


The Journal of Accountancy 


$JOBIZUOD JO} (Yys¥o you) 


pung anuaary sysoy 49104 


uvo] jo JO} ‘ 
Inouy 07 NY * 94} JO} JO you 


puny anusary py 


( (Yyseo ou) 
2 BY} 19430) 


SGNNd NVHL YWaHLO ALIO AHL dO SANNA dO NOILIGNOOD ONIMOHS 


bad 3 é 
: 
3 3 3 
+ 1 
: 
420 


= 
= 
8 
3 
= 
= 


343 A 


Sasuagxq aanjnyg 0} siassy—T 


pue suonismbez uo pesuedsiq 


polled Aoueryeq 
SHIOM ON 


Joy 
ON 


Joy snjdimg snusasyy 
SYIOM Joye M—sesusdxy JON 


jo 
Sse] 


10} snjding 
JUSUIUIBAOL JON 


jo 
|] 


LNQNOOOV NOILVaadO 


| 
Pad: 
| 
< 
| jiiie "|: 
| 7 
‘3 
4a! 


> 
§ 
X 
3 
2 


pored 
Buyuurseq se snjding 
ported 
Buysng snjding yunosoy 03 


spuny 39430 wos; [CIOL 


potted 103 snjgans anusaay 


ISNIGANS JUNOIIY Of 42410— III 


(par 
saouvapy 40f 


—61 ‘—— 38 sB IPYyeEq 
snidimg yunoooy 0} seBreyD 


pun spunf S4afsuDs 
enusasy 


* *4qep jo pus 
PUY 


:poysed 10} anusaay 
04 sjassy pue seouBApY 


poured 
sesusdxe 0; pue peninoy 


‘uel smpeqos 
ped s2upansuy 
‘——— 98 8B 
powed 043 
Bump sesuedxe 0} penis0y 


poled Bupmp pred 


LNHOOSY 


° 
: : > 
5 5 
n 
: 
: E: 
= 
3 
422 


Sz ‘aquAed 
JO} Spuvuep Scf'cg Slgg (ur) oozg (9) 
10105 


40} spuvulep 


= 
3 
= 
8 
& 
3 
: 


“aq , 8061 


LIOMAd AO SATdANS CNV GHANOG AHL 
SHILITIGVIT LNAWAND AHL ‘ALIO AHL AM GANMO SAILUAMOUd GNV SANNA AHL ONIMOHS LOAHS AONVIVd AUVAWAS 


| 
| | "| 
| 3 = 
| mii 
g 43 


a 
= 
3 
3 
= 
= 


ove'zig 


oSz 


“4, 01,08 


ove'zi¢g 


oor'erg (1) 


(u 
oSt‘org (I 
oor 


066'f 
o10'6g 2 [soinqrpuodxe 


6061 “ad 
‘el 
sourleg 


g061 
‘eI [udy 
sourleg 


6061 “ao 
‘el judy aesvaiseq 


“aq 6061 
‘cl Judy 


LNNOOOV NOILVaadO 


mmo 
| 
| 
| 
: : : 
> 
| 
° 
| 
424 | 


The General Ledger of a Municipality 


s¢ SL oor & oI * JO}; 
oor (8 os ( 
9zo$ 
ol ost 2) * UsdoO JO} 
& osz & sop camera £16 (b) 
puny anusaay sysop, 49104 
or 1 
of sv () 
2 09 I you) 
puny anusary 
000'I (63) osz Arzeiod 
ost 006 ooo'r (8) of * Uado ol 
oorg ok o0g'S (3) S$6L'6 (J) zou) 
669'1 989'S (J) Soo'g (q) (yseo 
= cere (3) souReq 
puny anusaay 
8 ogy (b) 
gor oof'z (j) you) soueyeq porddeny 
G SSS‘r (q) (yseo 
uey} 
6061 “ud go6r 6061 ‘zr ‘ad go6r 


ANNAAGA OITANd GNV LSHUALNI 


|| 


Irrigation Bonds 
By R. H. Hess 


Current interest in matters pertaining to the conservation of 
our natural resources and the reclamation of waste lands has, 
incidentally, focused public attention upon the recent develop- 
ment of irrigation in the arid country. The popular press has 
widely discussed the significance of the rapid increase in the 
number and magnitude of reclamation projects, and financial 
journals have occasionally commented on the growing import- 
ance of the new class of securities arising out of reclamation 
activities. Unfortunately, financial writers have quite inad- 
equately and, at times, erroneously defined the qualities of such 
issue as media of investment. 

Irrigation bonds have been widely represented as first liens 
on productive lands and irrigation works, such pledged securities 
being usually alleged to be worth several times the amount of 
the issue based thereon, and it is always implied that the bonds 
are issued under careful state supervision and limited in amount 
to the actual cost of reclamation. Irrigation district bonds are 
commonly attributed the same characteristics as ordinary muni- 
cipal bonds, and the corporation issues for the reclamation 
of “Carey lands” are accredited governmental supervision and 
approval. 

It is not the purpose of the writer to assume a controversial 
attitude, but rather to supplement current information concern- 
ing the nature of irrigation issues and to correct certain errors 
which have repeatedly appeared. Twenty years of careful ob- 
servation of reclamation work and study of irrigation financed 
by the writer, justify the following conclusions,—(1) that irriga- 
tion bonds are not, necessarily, or as a rule, first liens on re- 
claimed lands and water works, (2) that they are not issued 
under substantial government supervision, (3) that bond issues 
may easily be made to exceed the value of the property by which 
they are secured, (4) that irrigation district issues have not, 
necessarily, the characteristics of municipal bonds, and (5) that 
irrigation issues should be carefully differentiated from standard 
types of bonds when considered as a medium of investment. 
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IRRIGATION District Bonps 


Irrigation bonds can be issued only as provided by the laws 
of the several states. Such laws vary, as among the states, and, 
within the individual states, are of two classes and virtually 
authorize two distinct forms of bonds. The first irrigation bonds 
to appear in the United States were known as irrigation district 
bonds and were issued in California under the Wright Law of 
1887. The first reclamation projects undertaken under the 
provisions of this law signally failed, or were turned to the 
profit of a few unscrupulous promoters, and the bond holders 
suffered severe losses. For this reason, irrigation districts and 
irrigation bonds fell into disfavor and were practically unknown 
among legitimate methods of irrigation finance for several years. 
They have not yet fully regained public confidence. 

The problem of reclamation and the theory of irrigation dis- 
trict finance, briefly put, is as follows. Arid lands are worthless 
without water for irrigation and works for conveying it to the 
fields. Home-seekers in the West are usually without con- 
siderable capital and are therefore unable to finance the extensive 
reclamation projects necessary to bring the land under cultivation. 
The irrigation district, as originally defined by the Wright Law 
in California, and as recently provided in the somewhat improved 
laws of most irrigation states, is an organization of owners of 
contiguous lands which it is proposed to irrigate. The district 
is organized as a quasi-municipality and is authorized by state 
laws to issue bonds by district referendum, such bonds to be 
secured by prior liens on the lands to be benefitted by the projects 
which they are to finance. 

Such a scheme of finance is justified in theory and is prac- 
tically sound when the project is properly conceived and carried 
to completion within the proposed period. If, for any reason, 
the available water supply or the productivity of the land is mis- 
calculated, if the magnitude of the undertaking is misjudged 
and sufficient time or funds for its perfection not provided, if 
the management of the enterprise falls into unskilled or unscru- 
pulous hands, in fact, if any one of many unforeseen contin- 
gencies should arise and the project thereby fail of completion 
within the specified time, the lands and canals pledged to the bond 
holders remain barren, the settlers are probably unable to re- 
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spond to a tax to meet the interest or principal and the bonds 
depreciate to the paper on which they are engraved. It is ob- 
vious, therefore, that irrigation bonds of the so-called municipal 
variety are subject to the operation of value-determining factors 
of intangible and indeterminate qualities, and that their ultimate 
payment depends, not on the original and permanent value of 
pledged securities nor on the earning capacity of an established 
industry, but on the successful completion of a combined struc- 
tural and economic enterprise. That is to say, if the enterprise 
succeeds, there is no necessity to levy upon the security to liqui- 
date the funded debt of the district, for the resulting productivity 
of the reclaimed lands wiil readily respond to a tax sufficient to 
retire the bonds; if the enterprise fails of completion or the 
anticipated water supply is not realized, a tax or foreclosure upon 
the arid lands and dry canals which constitute the pledge, will 
accomplish little toward reimbursing the bondholders. It here 
appears that the bondholder is burdened with the risk of the 
enterprise, which in ordinary schemes of finance is the legiti- 
mate burden of a stockholder. Moreover, during the several 
years intervening between the preliminary issue of bonds and the 
completion of the works and cropping of the land, there is no 
earned income from which interest may be drawn, and interest 
on the bonds outstanding must be suspended or met by assess- 
ments on.the lands or by the proceeds of new issues. 

The situation just described is true, of course, only in case 
the lands lying under the project are unimproved. Frequently, 
partially reclaimed lands are to be further improved and the 
works to be financed are supplementary to existing works within 
the district. In such cases, the lands and works pledged are not 
entirely devoid of value, and holders of the bonds of such dis- 
tricts may be amply secured from the beginning. In the latter 
case, however, it is quite possible that lands may be burdened 
by prior mortgages, and the tendency is strong to appraise all 
lands, for the purposes of bond security, at their estimated 
values consequent to the proposed improvement. 

For many years the problem of irrigation finance has puzzled 
western statesmen and financiers. The present district law is 
the culmination of a half-century of endeavor on the part of the 
arid states to provide a legitimate means of funding extensive 
irrigation projects and, at the same time, to guard against the 
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tendencies to exploitation and monopoly incident to the employ- 
ment of the ordinary corporation as an agent in the development 
of natural resources. The ease with which the waters of a 
stream might be monopolized and all adjacent lands laid under 
tribute, if private corporations were permitted a free hand in 
acquiring titles in water and rights of way for its distribution, 
have long been apparent. At the same time, the magnitude of 
irrigation works necessary to reclaim lands have placed them, 
in large part, beyond the financial power of individuals and 
co-operative organizations. In view of these facts, the district 
plan, involving the accumulation of capital by the sale of irriga- 
tion district bonds, and the co-operation of the state government 
and the cultivators of the land in the construction and mainte- 
nance of works is perhaps the best scheme yet developed inde- 
pendent of federal aid. It is to be noted by the investor, however, 
that most, if not all, of the capital is supplied by the sale of dis- 
trict bonds for which the farmers alone are responsible. The 
state disclaims any financial liability whatever, and promises 
only the approval of the plans by the state engineer and the 
assistance of the state and county officials in administering the 
affairs of the district. 


Carey [IRRIGATION Bonps 


The irrigation bond of the second type is the product of a 
somewhat advanced but no more certain step in the development 
of irrigation finance. In order to accelerate the settlement of 
unoccupied lands and to encourage their reclamation by state and 
private enterprise, a law was enacted in 1894 which is designated 
as the “Carey Act.” By the provisions of this law and a sub- 
sequent amendment, the federal government agreed to transfer 
to the several arid states such unappropriated lands as lay within 
their respective boundaries, to the extent of not to exceed one 
million acres to each state, provided that the states should 
previously arrange for and supervise their reclamation, and there- 
after effect their sale to bona fide settlers in tracts not to exceed 
160 acres to any one person. 

Immediately following the enaction of the Carey law, the 
states included in its provisions proceeded to pass bills enabling 
them to take advantage of the federal statute and carry it into 
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effect. It is noteworthy that, in their haste to accept the bounty 
of the federal act, the states did not overlook the advisability of 
assuming for themselves a minimum of responsibility in the 
actual work of reclamation. The enabling acts of the several 
states authorized existing officials or commissions to receive and 
pass upon requests of “any person, company of persons, associa- 
tion, or incorporated company desiring to construct ditches, 
canals or other irrigation works to reclaim land.”* They pro- 
vided that engineering plans should be passed upon by state 
agents and that the completed works should be subject to state 
inspection. Moreover, the state specifically disclaimed any finan- 
cial liability to settlers or others, except, in some cases, to act as 
custodians of advance payments exacted from settlers upon 
lands not yet under water-service and to turn such moneys over 
to the construction companies upon the initial delivery of water.’ 

Promoters were not slow to take advantage of the provi- 
sions of the state and federal laws described above, and corpora- 
tions were rapidly organized for the purpose of appropriating 
water-rights in state streams and undertaking the reclamation 
of available public lands. Such operations involved the filing 
upon alleged unappropriated waters of public streams for pur- 
poses of irrigation, the preparation of plans for the ditching of 
such waters to the lands to be irrigated, the accumulation of 
capital sufficient to construct the proposed system of canals, 
the construction of the works, and the final transfer of the lands 
reclaimed to settlers at the nominal price of fifty cents per acre 
plus an acreage charge sufficient to cover the cost of reclama- 
tion. The fifty-cent charge goes to the state and the manner of 
its final disposition is provided by the federal statute. The 
cost-of-reclamation charge constitutes the expenses and fruits of 
enterprise which go to the construction company. It is presumed 
that this charge will be sufficient to cover the cost of construc- 
tion; but the maximum limits of such factors of costs as dividends 
and salaries are nowhere defined. The charges for construction 
have, I believe, been uniformly $40 per acre. In this form of 
enterprise we discover the source of our second class of irriga- 
tion bond, i. e., the so-called corporation or Carey type of bond. 


1See Laws of Colorado, 1895, p. 157. The enabling provisions of other states are prac- 
tically identical with that of Colorado. 
2Ibid 3662n. 
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In addition to filing upon the available free waters for irriga- 
tion and the submission of acceptable maps and plans of the 
project, it is only necessary for the construction company to 
formulate such schemes of finance as may appear most effective 
and least onerous to the company and which will admit of ulti- 
mate compensation by the sale of the lands and water-rights at 
the price of “so cts. plus the prorated cost of the works” per 
acre, such sales being partially contracted in advance and condi- 
tioned upon the completion of the works and the reclamation of 
the land within a specified period. This having been accom- 
plished, the deposit of the company’s certified check for not less 
than $250 and a bond for five per cent of the estimated cost of 
the works clears the way under the law for the launching of the 
enterprise. It is obvious that these initial steps in the process of 
reclaiming desert lands under the Carey Act are remarkably in- 
expensive and, in so far as the requirements of the law are 
concerned, need burden the ambitious enterpriser with little 
personal risk or responsibility. 

In view of the facts that the gifts of the Carey Act were 
limited, as to the period of acceptance on the part of the states, 
‘and that the acquisition, reclamation, sale, and settlement of the 
designated lands meant no cost or liability to the states; but, on 
the other hand, promised increased population, industry and 
revenues, the commonwealths affected were not reluctant to 
approve maps and plans of reclamation projects without making 
an over-critical analysis of the proposed ways and means of 
finance, of the probability of a sufficient water supply, of the pro- 
ductivity of the soil to be brought under cultivation, of the 
reliability of estimates of time and cost of construction, or of 
the responsibility and integrity of parties proposing to under- 
take the enterprise. 

It is to be observed that projects under the Carey Act always 
involve the reclamation of desert land, and are located in a coun- 
try where the best of the land and the most reliable and available 
of the water supply have already been appropriated by private and 
co-operative undertakings. For these reasons, the Carey bonds 
are deprived of the possible values of partially improved lands 
and the known ability of resident tax payers which may compose 
the security of the so-called municipal type of irrigation bond. 
It is also noteworthy that the municipal district is a co-operative 
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organization of actual or potential cultivators who are vitally 
interested in the enterprise as a permanent and personal affair, 
and who are liable for the obligations of the organization, each to 
the extent of both his improved and unimproved lands. The 
construction company of the Carey Act is interested in the 
undertaking as a temporary enterprise, and as a means of quick 
profits, for the laws provide that, when the works are completed 
and paid for, all property rights in land, water, and irrigation 
works shall pass to the cultivators served by the system, such 
persons to be organized as a mutal and co-operative body of 
water-users. 

The foregoing discussion is sufficient to suggest the distinct- 
ive features of the respective securities of the two types of irri- 
gation enterprises which are at present marketing bonds; namely, 
the co-operative district, provided for by state laws and primarily 
conceived by the Wright Law of California, and the temporary 
construction company (an investment corporation) which oper- 
ates under the Carey Act, subject to the nominal supervi- 
sion of the federal government and the more or less direct 
surveillance of state officials. 

That there is a considerable element of risk in irrigation en- 
terprise is universally admitted. The diffusion of responsibility 
and the absence of personal liability are bound to augment the 
chances of failure in any undertaking. If a district project fails, 
the resident farmers are individually responsible and liable, and 
therefore stand to make good the outstanding bonds or lose their 
lands. If, as is often the case, their lands are unimproved, the 
failure of the undertaking will disposses them of nothing of 
value. In the case of Carey projects, the protection of official 
responsibility must be recognized; but, in the states, official re- 
sponsibility seldom extends beyond a period of two years, and 
by the time a project is launched, exploited and abandoned, the 
official who approved the plans is not only beyond recourse to 
bondholders, but probably beyond political censure for mis- 
feasance in office. In financial matters, the judgment of a state 
engineer may not always be trustworthy, and the aggressive 
and optimistic spirit frequently prevailing on the industrial 
frontier may easily gain the well-meant but unjustified approval 
of a temporary servant of the state. If the enterprise fails, the 
lands and works pledged are of little or no value in compensat- 
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ing bondholders. Of course the stockholders of the defunct 
corporation stand to lose the amount of their stock investment, 
and, in so far as such investment is represented by tangible 
equipment, it may be converted to the benefit of the bondholders. 
From the standpoint of the stockholder, it is desirable for such 
corporations to keep their stock liabilities at a minimum so as 
to avoid possible losses and to expand their funded debt to the 
limit of such confidence on the part of the investing public as can 
be created by a roseate description of the potential powers of 
the soil to be reclaimed and a biased representation of the 
official supervision as provided for by the statutes. Sufficient 
evidence is not at hand to justify the assertion that the rule of 
minimum stock liabilities and maximum bonded indebtedness 
is followed by all construction companies operating under the 
Carey Act; but, since state and federal laws are all but silent 
on the subject of the capitalization of such companies and their 
published statements seldom declare their paid in capital, it is 
a fair assumption. An examination of the available records of 
several such companies and the comparison of the proceeds of 
their bond issues with an estimate of their expenses incurred in 
the work of reclamation indicate that very little was risked by 
the promoters and stockholders in the way of capital investment 


and that the sale of bonds was depended upon to finance the © 


entire undertaking. 

It is to be understood that we are discussing the initial char- 
acteristics of irrigation bonds, which refer, of course, to their 
attributes as investments at the time of their issue and sale, and 
not merely to their potentialities upon the successful culmination 
of the enterprise which they are made to finance. The invest- 
ment qualities of any mortgage bond depend, primarily, on the 
original and permanent values of the properties pledged, and such 
values must be actual and residual, and not merely potential and 
conditioned upon the expected results of a developmental under- 
taking. To the extent to which bonds are issued beyond the 
known and reliable assets of the issuing corporation, they partake 
of the nature of debentures or preferred stocks, and are bur- 
dened with such proportion of the total risk as is their volume of 
the total investment. 

We now have fairly before us evidence sufficient to justify 
a summary estimate of irrigation bonds as an investment propo- 
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sition. Enough has been said to reveal the fact that the tangible 
values which are pledged in support of current issues of irriga- 
tion bonds are, in the case of the corporation type of bonds, 
practically negligible, and in cases of district issues are without 
any recognized standard of quality or excellence. It further 
appears that established earning power and demonstrated taxable 
ability, as based for the assumption of fixed charges, are likewise 
subject to serious limitations in the field of irrigation finance. 
Indeed, this fact does not invalidate the excellence of the bonds, 
per se, but it certainly strips them of the standard attributes of 
fundable securities and clothes them with the characteristics of 
risk-taking investments. Since this burden of risk is not accom- 
panied by a voice in the directorate or a pro-rata share in earn- 
ings, the corporation irrigation bond seems properly to fall within 
the general classification of preferred stock. 

Being virtually analogous to interest bearing preferred stocks 
in potential industries, irrigation bonds are not well adapted to 
the direct investment of the funds of those who desire to avoid 
risk-carrying securities and who are without the opportunity or 
technical knowledge which will permit them to estimate accurately 
the character of the enterprise and the quality of its manage- 
ment. On the other hand, the bonds in question pay a high rate 

‘and, on the whole, represent undertakings of glowing possibilities. 
For this reason, they present an attractive field to such investors 
as desire to assume somewhat more than a bondholder’s risk 
at a specified rate somewhat above that of a standard mortgage 
loan. They should be especially desirable to those who may 
possess a personal and technical knowledge of the field and 
management of the undertaking. 

That such bond-houses as are now engaged in marketing ir- 
rigation bonds could exercise the precautions necessary to the 
protection of private purchasers is quite possible, but that they 
can be trusted to do so is doubtful. This assertion, however, 
is based upon no more potent evidence than a casual observation 
of present methods of judging and marketing this class of se- 
curities. In so far as investment houses may undertake to pur- 
chase and hold irrigation bonds until the risk-taking period of 
reclamation is passed and thereafter market them as fundable 
securities, their action is most salutary and their method 
economically logical. 
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Accounting Terminology 
By James T. Anyon, C.P.A. 


As a member of the Committee on Accounting Terminology, 
my attention has naturally been directed to the article on the 
subject written by Mr. Charles W. Gerstenberg, of the New York 
Bar, under the title “A Lawyer’s View of the Problems of 
Accounting Terminology.” * I have read this article with a 
great deal of interest, and what he has said certainly adds a 
new phase to the subject we have in hand. It calls for us to 
extend our inquiries in the direction indicated, and I am sure 
the Committee will not be slow to recognize this and act in 
accordance. 

The writer comments on the importance of the Committee 
formulating its definitions of words and phrases on such lines 
as will be likely to make them receive the stamp of judicial 
approval, and in giving these definitions to conform as much as 
possible to the legal understanding and interpretation of them 
as rendered by the courts of law from time to time. On this 
point Mr. Gerstenberg writes as follows: 


“To formulate a scientific and accurate accounting terminol- 
ogy without obtaining for it judicial sanction would be like per- 
forming an interesting operation on a patient who subsequently 
died of the malady. What we are to aim at is the formulation 
of definitions of accounting terms that will receive the stamp of 
authority. Therefore, any attempt at defining the terms used 
by accounting that does not take into consideration the legal 
aspect of the undertaking is doomed at the outset to fail of its 
true purpose.” 

Further on he says: “ A broad-minded policy, therefore, will 
dictate the necessity of close codperation with the law. If vio- 
lence is to be done to judicially establish interpretations, it is 
important that we know beforehand how much violence is being 
attempted.” 


I agree in the main with the foregoing; nevertheless, in for- 
mulating our definitions of words and phrases, I am of the opin- 
ion that we want to avoid conforming too much to the legal 
mind, or rather to the understanding of the legal mind, of such 
words and phrases as accountants use from time to time, and 


* Published in Taz JouRNAL OF ACCOUNTANCY, July, ror0. 
435 


i 
4 
| 
i 
q 
4, 
| 
4 


The Journal of Accountancy 


which understanding is based to a certain extent upon the de- 
cisions of courts of law. Lawyers and courts are proverbially 
poor accountants, and I suppose it is right to infer from this 
that, if their interpretation of the meaning of words and phrases 
used by accountants is no better than their understanding of the 
principles of the profession, we want to go slow in this department 
of our proceedings. Although I am sure the Committee will con- 
form in its work to the legal aspect of the matter all it can, and 
come in conflict as little as possible with “ Tax Commissioners, 
Attorney Generals, and others who will object because previous 
rulings of their offices are set at naught,” it will, nevertheless, I 
think, confine itself in the first piace strictly to the professional 
accountants’ understanding of these words and phrases and give 
the definitions accordingly. 

Almost any individual line of business carried on to-day has 
its own nomenclature. The compiler of its words and phrases 
aims at giving such a definition thereto as is understood and used 
by those connected with the business, and this irrespective of 
the different meaning which the courts of law may have put 
upon certain of its words and phrases from time to time. It 
appears to me the Committee’s duties are on the same lines; 
that is, to give the definition and meaning of words and phrases 
as accountants understand them and as they are used by account- 
ants, and then, completing this on logical and correct lines, 
endeavor to obtain general recognition of these from professional 
accountants and, above all, the stamp of legal approval. 

I am also inclined to agree with Mr. Gerstenberg that if a 
term is used and understood by accountants and judges in sev- 
eral ways, each reasonably sound in theory, and the term has 
been given a well-defined meaning in certain statutes, the 
statutory definition shall be given some preference. Unfortu- 
nately, the writer takes a rather difficult example to illustrate 
this. The term “net income” is so imperfectly understood and 
used that the definition of it as given by certain statutes, I am 
afraid, has not always had the approval of the intelligent ac- 
countant. In interpreting this term, the courts, I believe, usu- 
ally adopt what accountants would term the “ single entry method 
of procedure ”—a method, I may say, accountants do not care to 
recognize. “‘ Net income or net profit” is understood by account- 
ants to mean that which remains after every expense charge or 
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loss then known or later to arise has been deducted from the 
gross income or profit. How do we find this to work out in prac- 
tice? Some companies will strike a balance of their income ac- 
count and call it “net,” although no charge for depreciation of 
plant or other wasting asset has been taken into account, or any 
allowance made for prospective losses in respect to the realization 
of the liquid assets. On the contrary, other companies will allow 
for part of these and in addition deduct the annual sinking fund 
charge for the redemption of Bonds, and call the difference “ net 
profits.” An incident bearing upon this came under my notice 
only a week ago. A lawyer who is president of a company had 
a statement submitted to him showing the result of operating 
for the past month. He did not approve of the way it was pre- 
pared and argued that he could not see how the result could 
be called “net income” without first deducting the dividend 
which had just been paid. This, of course, is an extreme case, 
but serves to show the trend of the average legal mind in 
accounting matters. I am pleased to learn from Mr. Gersten- 
berg’s article that the courts have written their opinion in most 
of the celebrated decisions “after close examination of briefs 
written by able counsel and revised by competent accountants.” 
I did not know that this method of submitting to the scrutiny 
of accountants legal documents in which accounting matters 
were involved was much in vogue in this country. It is a pity 
it is not more so, as money, litigation, time, and misunderstand- 
ing without end would be saved. I believe the accountants are 
the only ones to define just what such terms as “net income” 
and others really mean. As a physician knows better than any 
one else just what a certain medical term means, and an engi- 
neer an engineering term, so the accountant, from the nature 
of his profession, knows better the meaning of its words and 
phrases than any one outside. A fair illustration of this state- 
ment is contained in an incident connected with the imposition 
of the Corporation Tax a year ago. It will be remembered the 
Attorney General had given his opinion of the meaning of “ net 
income” and the manner it should be arrived at for taxation 
by those corporations subject to the tax. Every accountant knew 
his interpretation was not correct, and it was only after careful 
deliberation and seeking the views of the profession that the 
Revenue Department forms were finally prepared in a suffi- 
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ciently intelligible manner to give effect to what was required of 
them. 

Now, where the legal mind, in my opinion, might work hand 
in hand with the accountant to a very useful end would be not 
only in giving an acceptable definition to such a word as “ Good- 
will,” for example, but in fixing a principle by which an intelli- 
gent computation of the value of such an asset could be arrived 
at for the purpose of account. I have seen a number of defini- 
tions of “ Good-will ” by legal authorities, but none appear to me 
to fit in exactly with the accountants’ idea of what “ Good-will ” 
is and how its value should be determined. This is merely one 
illustration of a number of words and phrases which will require 
the joint intelligence of the lawyer and accountant to fix the 
meaning and use of, and which will no doubt be so taken up 
by the Committee. 

While, therefore, this work should be undertaken by the 
Committee with full consideration of the legal aspect of the 
matter, as wisely suggested by Mr. Gerstenberg, we do not want 
to be dominated entirely by legal considerations and interpreta- 
tions. We will be independent, in the first place, and then later 


on collect any and all serious discrepancies between our defini- 
tions and the legal interpretations, and work to reconcile them. 


Organized Labor’s Attitude Toward Machinery 
By Paut Ktapper, Pu.D. 
PART II 
II 


Effects of Machinery on the Craft and the Organization of Labor Unions 
—(Continued). 


The more modern the machinery the less physical strength 
does it require. Modern labor-saving mechanisms necessitate 
guidance and control, not force; hence women and children 
rather than men, are-brought into the factory. In too many 
industries the temptation to reduce the labor item is great be- 
cause of the enormous outlay in changing production from a 
hand to a machine basis. Women and children can hardly be 
unionized ; hence the union’s hold on its monopoly is still more 
weakened. Let us look at a few specific industries which illus- 


trate the synchronical introduction of machinery, unskilled na- 
tive and immigrant labor, women and children thus sounding the 
death knell of labor union supremacy in the respective crafts. 

The cigar and tobacco industry affords us the first very 
modern illustration. 


With the introduction of the “ suction table,” came an increase 
in female labor which overshadows the increase in male workers. 
The Industrial Census, summarizing labor conditions among the 
cigar workers, says: “ The problem of the effect of immigration 
on the wages and employment of cigarmakers cannot be sep- 
arated from the effects of machinery, division of labor . . . and 
the competition of women and children.” Vol. XV, XXXII Ind. 
Com. 

In coal mining the problem is very serious. In the Colorado 
mines, where machinery is used considerably, foreign labor has 
increased to such an extent that nineteen different nationalities 
are employed. In another mining district where machinery is 
used we find thirty-two nationalities and twenty-seven different 
tongues. To keep this heterogeneous mass together, to conquer 
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natural race hatred and jealousy, to overcome the difficulty of 
communication and the numerous attending apparent hardships, 
are parts of the colossal problem with which the union must 
deal. In large mining towns these nationalities are grouped in 
separate locals, the unity of feeling broken and the force of 
consolidated action lost. We often find official interpreters on 
the payrolls of the unions. It is also significant to note that in 
the sections where 80¢ of the miners are foreign born, the scale 
of wages is invariably lower than in those districts where the 
native miners are in the majority. (Ind. Com., Vol. XV, p. 36.) 

The textile industry is the classic example of the effects of 
machinery on the organization of a craft, because it ushered 
in the era of modern labor-saving and automatic mechanisms. 
The Industrial Commission, reviewing its investigation, says that 
the introduction of immigrants gives the employer complete 
sway in the introduction of machinery: “ It has been shown that 
in the cotton textile industry, where with the chronic revolution 
in machinery there has been found a place for continuous suc- 
cession of lower and lower standards of living, following in 
order, the native American, the Irish, the French Canadian, the 
Armenian and the Syrians. While, therefore, immigration has 
furnished a field for the rapid introduction of machinery, it has 
permitted that machinery to be used as a refuge for low stand- 
ard population. . . . Hitherto organized labor has been able to 
do but little for those industries where automatic machinery and 
the division of labor have displaced skilled labor by unskilled 
labor. This is partly owing to another factor—the introduction 
of women and children.” (Vol. XV., pp. 313-314.) 

Incidents almost incredible at this late day can be cited show- 
ing the extent to which children of twelve and under have been 
employed in cotton mills in the South. The great extent to 
which the textile industry was mechanized explains not only why 
the fathers of those children were supplanted by their own sons 
and daughters, but also the fact that the textile-mill operators 
in New England were formerly Americans but are now fully 
two-thirds foreigners. The vast number of women workers may 
also be explained in this way. The boot and shoe industry has 
not fared any better. With the mechanical revolution in this 
industry, women and children are introduced in unusual num- 
bers, because new conditions made their employment not only 
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possible but profitable and desirable. Thus, in 1865, when mod- 
ern shoe machinery was just being introduced, and male labor 
was not too abundant because of the war, on account of the 
army’s needs, we find 4,110 women employed in Massachusetts. 
In 1875 the numbers increased until they formed 14%¢% of the 
number of men, and in 1885 female labor reached 14,388, an 
increase of over 30%, and constituting 334% of the male workers.” 
(Mass. Labor Report, 1889.) The number of women employed 
in the factories was now so great that the Knights of St. Crispin, 
the international union of shoemakers, organized them into sepa- 
rate locals under the name of the Daughters of St. Crispin. 
Children, too, had to answer the industrial call made by the 
introduction of the machines. Just what the figures were in 
the years immediately following their introduction cannot be 
ascertained, but the Massachusetts Labor Report of 1871 says: 
“ Boys of eight years and upward are employed a good deal. 
They are taken to do what men will not stop to do when there 
is a rush. It is estimated that about one third of the shoemakers’ 
children must work in this way to make the family expenses and 
income meet” (p. 244). But time has not remedied this con- 
dition radically, for the U. S. Ind. Com. reports in 1902 that 
“Labor of girls and boys in the shoe factories is an evil of 
considerable importance, for adults are sometimes displaced by 
the children.” Cases are cited where men earning $2 per day 
were supplanted by their own sons at $1.50 (Vol. VII, p. 71). 
Unskilled immigrants find the machine shoe factory a pleas- 
ant haven anxiously waiting for them. About four years after 
the introduction of the most radical machinery we find that 
unskilled Chinese labor had so far become a factor in the shoe 
shops that the Knights of St. Crispin called a special conference 
in 1869 to decide on ways and means of meeting the new prob- 
lem and to vote money to local shoe unions so affected. In 
1871 there were 6,000 Chinese working in the shoe factories of 
California alone. In 1874 they completely monopolized the slip- 
per industry. At the end of that year the local unions disbanded 
because the influx of Oriental labor had so completely under- 
mined them. In North Adams and also in Lynn, Mass., China- 
men were imported in hordes from the West in order to break 
up strikes. In the former town the shoe factory of Mr. Samp- 
son was protected by a stockade, while the Chinese were kept 
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within for periods as long as three years. (U. S. Ind. Com., 
Vol. 12, p. 421.) 

In the East conditions were none the less grave. The French 
Canadian had the same deteriorating and highly injurious effects 
upon the morals of the craftsmen and on the organization of 
the Union. The mill owners preferred the French Canadians, 
for “they are extremely industrious, do not grumble about pay, 
are docile, and have nothing to do with labor agitators.” (Mass. 
Labor Report, 1882, p. 90.) These factory recruits are French 
Canadian farmers who find that they cannot eke out a living 
from their own little pieces of land, and come here in search 
of work. They have lived on the starvation line at home, and 
hence consider the reduced pay offered by the factory owners 
as an unusually and unexpectedly large remuneration. 

How serious are the effects of this influx may be judged 
from the following testimony submitted by a Massachusetts fac- 
, tory inspector: “ My impression is that the standard of living 
of the French Canadian is much below that of the English, 
Irish, Scotch, and American workers. Those that come here 
are usually farmers, and generally come here with the intentions 
of going back, and they live as they can while here. They come 
in large numbers when there is a busy time, and go back when 
work is slack.” (U.S. Ind. Com., Vol. XII, p. 421.) So large 
is their number that the Boot and Shoe Workers Journal pub- 
lishes a separate page in French for those of them that have 
been unionized. At the head of the column we find “A nos 
membres Canadiens Francais ”’—a title which tells its own sad 
story to the loyal union man. These are not the only unskilled 
foreigners whom the American shoe worker must meet in bitter 
competition. In the State of Massachusetts we find eighteen 
different nationalities using eight distinct languages. (“ Sakol- 
ski, Entrance to a Trade,” U. S. Labor Publication.) Out of 
a total of 72,000 workers, 39,000 (53%) are foreign. How to 
reconcile more than half the membership so disorganized and 
develop the necessary feeling of solidarity is a gigantic prob- 
lem, the solution of which has often failed. Such failures 
have sounded the death knell of more than one labor organi- 
zation. 

In the iron moulders’ trade, women and children do not 
menace the safety of the workers’ positions; but the unskilled 
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immigrant, eager for work, is willing to toil for a smaller re- 
muneration than the native worker, because the standard of the 
former is low and his needs are few. We have seen how great 
are the possibilities for the introduction of unskilled labor and 
to what an extent brute strength has supplanted skill. 

In printing, we find a skilled craft changed to a more highly 
skilled craft. A printer’s apprentice goes through a four years’ 
apprenticeship before machinery is entrusted to him. But in the 
iron moulders’ trade and in the boot and shoe workers’ trade 
women and children have flocked in, because the whole opera- 
tion is mechanical and childlike, necessitating neither the 
skill of the artisan nor the strength and force of the male 
workers. 

To work a linotype skill and knowledge of printing is neces- 
sary. Only those women who had these advantages became suc- 
cessful linotypers. Then, again, the new machines make the 
process more nerve straining, and concentration and speed are 
increased to such an extent that the work becomes exceedingly 
exhausting. The woman is therefore but a weak competitor. 
Where women are employed, boys must be used to carry the 
lead and do the heavy adjustments before and after the machine 
is set in motion. The union employer finds it expensive to keep 
women, because the regulations of the Typographical Union 
demand equal pay for both sexes, and thereby protect the men. 
In non-union shops the women receive from 20 to 30% less than 
the male wage scale, but the decrease in the output and the 
additional help necessary makes the woman no decided advan- 
tage in a printer’s shop. 

We see, then, that machinery has been reducing the crafts to 
the ranks of the unskilled; has introduced into them a great 
number of ignorant laborers, both native and foreign, and has 
made possible their invasion by women and children. 

Thus the labor unions found themselves confronted with a 
large army of workers who were not in their ranks, and whom 
it was almost impossible to gather into the fold of the organ- 
ization. The solidarity and homogeneity of the union are neces- 
sarily threatened by such a radical change in the personnel of 
the membership—a result occasioned by a variety of in- 
terests and a lack of training in the principles of labor or- 
ganization. 
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THe Union’s Monopoty WEAKENED BY: 

(2) DispLacinc MEN AND REDUCING THE NUMBERS 
EMPLOYED. 
(3) MAxinc EMPLOYMENT LEss REGULAR. 

We have just seen how machinery brought conditions which 
were favorable for the introduction of vast hordes of unskilled 
immigrants, women, and children into the respective industries, 
and thus caused an attending weakening of the monopoly which 
the labor union tried to maintain in the labor market of its craft. 
The danger to organized labor was even more intensified, and 
its ranks were further depleted by other results which followed 
closely, viz., the displacement of the old workers who were 
unionized. But where the union was strong enough to resist 
a decrease in the members who were employed, the employers 
found that, with the increased speed and output of the machines, 
the demand of the market was met more quickly, the hours of 
labor decreased, and the active seasons curtailed. The working 
classes, on the other hand, found that where they were formerly 
employed 80¢% of the year, they could now find work for only 404. 

It may be argued and proved conclusively that machinery 
cheapened the price of commodities, and hence increased the 
demand by the consuming public; this must be admitted, but 
the increased demand was not commensurate with the increased 
possibilities and actual production of these machines. The out- 
put was always in greater proportion to the increased demand. 
It is true that society’s new demand did temporarily either in- 
crease or maintain the same total time of employment, and did 
decrease the number of laborers who would otherwise have 
been displaced; it nevertheless did not assume sufficient propor- 
tions to counteract those results in most industries. Let us now 
turn to the crafts we have discussed and see the specific results 
in each. 

In the mining industry one undercutting machine can do the 
work of fifteen hand miners. But the increased number of 
“hands” wanted at loading, hauling, sorting, etc., due to the 
increased output, has kept the percentage of displacement rather 
low. But we must remember that a “hand” or “ pick” miner 
is classed as a skilled worker and must serve an apprenticeship 
before he becomes a regular journeyman. The undercutter dis- 
placed fourteen skilled workers and brought into their place the 
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unskilled laborer; hence the industry was reduced in the scale 
of the crafts, and the union’s hold was weakened when its 
trained men were replaced by untrained non-union workers. 

In the boot and shoe industry we find that the introduction 
of a revolutionary machine was always followed by an over- 
stocking of the corresponding labor supply. Thus, in 1880, when 
heels were nailed by hand, 100 to 125 pairs per day were con- 
sidered a good day’s work. But between 1880 and 1890 the 
heeling machine was introduced and perfected. Now 1,080 
pairs are heeled in three hours, or 3,240 pairs in a day of nine 
hours. So great was the glut of the labor market of this branch 
that the country’s consumption of twelve months could easily 
be turned out in three. 

In glass bottle blowing, the branch of the glass industry that 
is being most threatened by the innovations in machinery, we 
find equally grave results, but not in the shortening of the work- 
ing season, because that has always been short, as the blowers 
do not work in the summer months of June, July and August. 
The great intensity of the heat and the close proximity of the 
worker to the furnace make labor during these months impos- 
sible. The bottle, jar, and glass dealers place their orders in 
the summer for shipment in the winter and spring, thus keeping 
the factories closed during the hot season. But the machine 
has done all it could in the direction of displacement, and when 
we consider that bottle blowing is skilled and highly specialized 
labor, we can readily see what dire effects this change would 
have upon the union and its displaced members. 

In the iron moulding industry we find the same general con- 
ditions and results of the mechanical revolution. The Pennsyl- 
vania bureau of industrial statistics for 1898 reports an increase 
of 1,232,561 tons in the output of iron and steel, but a decided 
decrease in the number of men employed, due to the introduc- 
tion of machinery two years prior. In many of the branches 
of iron moulding we find such an increased demand for the 
product that the number of men employed was actually in- 
creased, but they were far out of proportion to the increased 
output. Just as soon as the market’s demand was satisfied, we 
find a greater number of men than usual thrown out of employ- 
ment and a more bitter and intense competition for the little 
work in the field. The resumé and conclusion of the evidence 
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which the Industrial Commission heard on this point it gives as 
follows: “ More serious than immigration for skilled workmen 
of the iron and steel trades is the introduction of machinery. 
This is a means of introducing low-grade labor from southern 
and eastern Europe; but so rapid has been the growth of the 
industry that, although the skilled workmen are a continually 
smaller proportion of the number employed, they are continu- 
ally increasing in absolute numbers, thus being able to maintain 
the standard of earnings, but yielding a larger and larger pro- 
portion of this work to machinery and immigrant labor.” (Vol. 
XV, p. 38.) 

As usual, the history of improvements in printing and type- 
setting presents many very instructive exceptions. Not that 
machinery was not curtailing the ranks of the employed as in 
all other industries and increasing the irregularity of labor, and 
hence the precariousness of the average worker’s livelihood, but 
printers found that after a short period the change had brought 
a far better trade condition and was working in the very oppo- 
site direction. 1892 to 1896 was the period when the linotype 
in all its forms was most extensively introduced. The imme- 
diate result of this industrial change was to displace a vast num- 
ber of hand compositors by machine setters. In this transition 
period the workers and their unions were studying the situation 
and feeling their way; hence adjustment was slow and it ap- 
peared as if the hand printer was to take the road of the hand 
shoemaker, the bottle and jar blower and the hand moulder. 

We find, therefore, that from 1894 to 1896, The Germania 
Typographia, having a membership of 1,300, paid $17,261.50 
in “out-of-work” benefits in the first of these two years. 
(George Barnet, p. 262.) The Typographical Journal of July 2, 
1894, complains that “In a year the New York World’s force 
has been reduced from 185 to 35 typesetters, and the end is not 
yet in sight.” A reduction of 59¢ is certainly alarming. Every 
issue of this journal contains numerous reports and wails of 
this tenor: “ An unhappy day, indeed, has Christmas been for 
compositors in Louisville . . . for it brought the dismal reflec- 
tion that to not a few steady employment in the office of the 
Commercial was drawing to a close. Fifteen machines of 
Rogers’ make were ordered, half of the 69 men are to be dis- 
placed.” (Typo. Journal, p. 3—January 1, 1894.) And also, 
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“On last Saturday, the Leader of Pittsburg presented seven of 
its compositors with Christmas presents in the shape of notice 
to quit. It is expected that twenty-five others will receive New 
Year’s gifts of the same kind. Cause—Machines.” 

At the Forty-second Annual Convention in 1894 the President 
said, in the course of his opening address: “ Based on the most 
reliable information obtainable, it is a conservative statement to 
say that these devils (linotypes), of which there are about 1,450 
in operation, have deprived 3,500 of our members of employ- 
ment. It would be a foolish evasion of irrefutable facts to deny 
or close our eyes to the unwelcome truth that the machines for 
a time are placing us at a disadvantage in dealing with the 
employer.” 

Ex-President Donnelly of the International Typographical 
Union, in testifying before the Industrial Commission, said that 
in 1892-1896, when linotypes were being introduced so rapidly 
that we find local typographical unions spending about $500,000 
in supporting members, the “ Big Six” had 680 on the unem- 
ployed list at one time—nearly all displaced compositors. Fifty 
per cent of them were too old to become competent machine 
operators. Twenty-five per cent of these had been out since 
Igor, and will never work in a printing office at the same branch 
as they did. 

But, bad as these conditions were, they were shortlived. In 
a very short time the younger men were easily placed. The 
problem of readjustment for the rest was somewhat intensified 
by the panic of 1896, but when it blew over there were more 
typesetters at work, despite the fact that the linotype increased 
the output by at least 40¢. The trade soon felt rejuvenated and 
began to enjoy a prosperity that it had never had in its past 
history. The reasons for this are many. 

Machinery not only reduced most crafts to a lower scale in 
the ranks of the skilled trades, and thus admitted women, chil- 
dren, and ignorant immigrants, but displaced workers by the 
tens of thousands, made their employment extremely irregular 
and greatly shortened the periods of work. The union then 
found that its power was being threatened not only by the intro- 
duction of a large army of workers who were not unionized, but 
also by reducing the number of union members and by creating 
conditions of discontent. Loyal union members were finally 
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confronted with the alternative of either sticking to the union 
at the expense of their families or breaking with it in order to 
work below the union standard so as to be reasonably assured 
of a subsistence wage. In the last analysis it is the man out of 
employment who upholds the scale. He is the man who has all 
the temptation to accept offers which will undermine the union 
wage. It is his loyalty or disloyalty which determines the effi- 
cacy of the contract between organized labor and capital. With 
the large influx of unskilled labor, with the vast army of work- 
men either displaced or suffering from irregular work, union 
agreements were broken, union ties weakened, and the tempta- 
tions to neglect the union in the hours of helplessness were much 
stronger. 


4. UNIoNS WEAKENED THROUGH AN IMMEDIATE REDUCTION 
IN WAGE 


Since machinery robbed the trades of its skill, introduced 
untrained workers in hordes, and displaced others in equal num- 
bers, it is most natural to find the wage rate declining. Thus, 
in the cigar-making industry, we find the following salary scales 


of 1902, soon after the introduction of the “ suction table ”: 


Non-union scale Suction table 
per M (hand) per M (non-union) 


-§0 
.50 


In the coal industry we find machinery bringing the same 
results. President Mitchell said: “It (machinery) has tended 
to depress wages, decrease the earning capacity of men and 
cheapen the cost of production.” (Vol. XII, p. 54, Ind. Com. 
of U. S.) In mines using machines as well as hand labor, the 
price set for mining the former in 1900 was three-fifths of the 
price for the latter in Ohio and three-fourths in Indiana. Where 
unions were stronger, rates for hand labor were advanced, in 
order to offset the other disadvantages. With the piece system 
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ITY per M (hand) 
New York......... $8.50 $6.00 $5.00 
on Chicago........... 9.50 5.00-5 4.50 
pants Milwaukee......... 7.50 5.50-6 4.50 
as Philadelphia....... 7.50 7.00 5.00 
8.00 7.00 5.50 
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in vogue and an increased output by the machines, the miner is 
able to gain in some localities by the introduction of machinery, 
provided the union is strong, and can make the proportional rate 
of machine to hand labor large. 

The boot and shoe industry suffered very much in the mat- 
ter of wages. In 1901 a Commissioner on the U. S. Industrial 
Commission, summing up the evidence on the wage question, 
said that the shoe worker was suffering a reduction of 30 to 40% 
in his wages in the transition period because of the introduction 
of machinery. Manufacturers are not altogether to blame. The 
margin of profit is so small that to increase the wages would 
mean an increase in the price of shoes; hence the shoe workers 
must look to the consuming public for a higher wage. If we 
consider the vast increase in the cost of living expenses, we can 
readily see that the shoe workers can hardly regard the shoe 
machine as a friend, despite the apparent gain shown in the 
tables below: 


WEEKLY WAGES 


— 


1878 
$11.05 
10.71 
14.25 
12.00 
11.75 
19.50 
. 13.75 
Edgesetters 13.00 
Shoemakers . 66) 8.00 
Mach., Hand, women. ‘ 7.33 
McKay operators. ... ; 17.75 
Trimmers é 12.25 


When we consider that wages have been far from satisfactory 
for these workers since 1860, that work has become less regular, 
and that prices have been climbing upward with greater or less 
regularity, we see what a great set-back this organized labor body 
has suffered. 

We turn to the glass workers and find the same story that 
we find wherever machinery has invaded a craft. The National 
Glass Budget of October 15, 1904, says that the glass manu- 
facturers ought to be very happy, since they have been getting 


1881 | 1807 | Mechanized . 
$14.91|$11.63 
11.50 
| 15.37] 
12.18] 11.59 
15.11 
11.33] 17.64 
II.50| 12.10 
12.21| 15.8 
7.81) 9.98 
5-40) 15.29) greatly 
I1.91| 17.18] mechanized 
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all that they asked for of the labor union. “Last year the 
workmen accepted a reduction of 28¢ ... And yet this year 
they graciously accepted an additional reduction of 10%, thus 
making it 38¢ in two years... . Why? 

“ At first the window-glass workers said the machine wouldn’t 
work. Then that it wouldn’t pay. It broke too much glass. 
It would only make watch crystals. Make ’em too thin, and 
wouldn’t make double. Since it has been the means of keeping 
them out of work, and reduced their wages 40%, they have 
changed their tune and are singing a different song. 

“ And so will the bottle blowers . . . And what is worst of 
all, is that the installation of the machine breaks down the power 
of the labor unions, and not only destroys the independence of 
the craftsman, but reduces him to an automatic appendage of 
the machine.” 

In 1904, President Hayes of the Glass Bottle Blowers’ 
Association said in open convention, in speaking of the jar and 
chimney machines: “So far they have not been detrimental to 
us. Never in our history have there been more members em- 
ployed and better wages earned. More fruit jars are being made 
and sold at such prices as place them within the reach of all.” 
In 1906, however, President Hayes reported that he foresaw a 
decrease of 15% in the wages, but the employers were demand- 
ing a 334¢ reduction, because of the Owen machine. 

In the printing trades we can foretell the results, if we re- 
call that the linotypes increased the skill necessary, did not 
bring in an army of unskilled immigrants, women and children, 
and that it did not displace the printer for more than a short 
transition period, but rather had a greater volume of work to 
offer. We can readily see that wages would have a tendency 
to go up rather than down. The International Typographical 
Convention of 1908 decided that no local shall make a wage 
agreement which offers less than $12 for forty-eight hours’ 
work. This is a minimum which few printers are offered to-day, 
as we can see from the following tables, the figures of which 
were the basis of a confidential report on conditions in the craft. 


A 
| 
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WaGEs AND Hours, 1899-1900 


(From figures gathered by the Investigating Committee of American News- 


Machine Operators 


MORNING PAPERS EVENING PAPERS 
No. of Dollars Hours No. of Dollars Hours 
City Papers per week per week papers | per week| per week 

Albany...... 3 $23-23 48-48 7 $20 48 
Baltimore. . I 22.50 42 2 22.50) 42 
Boston...... 10 23.10 26 21 42 
Buffalo...... 3 21 54 (2) 48 8 18 48 
Chicago...... 15 26.40 4 21 48 
Cincinnati... . 3 25 48 21 24 48 
Columbus... . I 21 50 7 22 48 
New Orleans. . I-2 25-24 | 50-49-54 40 24 48 
New York.... I-14] 27-27 54-48 

Philadelphia .| 1-2-3 | 31-31-23 | 48-35-70 

Pittsburg..... 10 23.10 42 26 21 42 
Springfield... I 24 48 3 18 48 
St. Louis... .. 6 25 45 9 22 46 


Professor Barnett, as a result of his study of the effects of the 
introduction of the linotype machine, gives us the following data, 
showing that the printer is the economic exception proving the 
general rule in labor unions *: 


Union Scale Union Scale No. of hours} Wages of 
1891—1 hr. | per week—ooc. | for machine per hour 
operators 1904 
Day Night} Day Night Day Night 
New York.......... 40c §0c| $24 $27 50c 56— 
4! 46 | 24 26.40 48 50 55— 
Philadelphia......... 40 40 | 20 25 48 44—-  52— j 
saves 38 43 | 23.25 26.10 46 50—  56— 
Rs 38 45 | 22.36 24.36 42 53 58— 
eee 40 45| 21 22.50 42 50 53— 
Cleveland........... 40 43 | 21 24 48 43— 50 
Buffalo............. 33 35 | 19.50 22.50 42 46— + 53— 
San Francisco........ 45 50 | 27 30 4 60 66— 
Cincinnati........... 41 45 | 22 25 43 45— 62 
39.6¢ 44.2¢ Ic 57¢ 


* Barnett and Hollander—Studies in Labor Unionism, p. 266. 
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Hence the President of the International Typographical Union 
spoke truly when he said (44th Convention, 1898, p. 8) : “ Not- 
withstanding the almost unusual downward tendency of wages, 
we have generally upheld the wage-earning capabilities of our 
members and might, without boastful egotism, even claim to 
have improved conditions in this respect.” 


5. THE UNION WEAKENED BY OVERSPECIALIZING AND ITs AT- 
TENDING DISINTEGRATING EFFECTS 


The old conception of a trade was that of an occupation 
acquired after years of learning and practice. Hence the 
medizval craftsman considered his knowledge and skill a “ mys- 
terie” the secrets of which were told only to those who had 
performed the necessary toil and served the “ initiation period,” 
the apprenticeship. Then, too, it was essential to learn the whole 
trade in all its parts and details before becoming a journeyman 
or a guild member. To-day an artisan may learn only one 
branch of a trade, and when he becomes proficient in that he is 
a journeyman, despite his ignorance and lack of skill in any of 
the other branches. This has been brought about by the exten- 
sive use of machinery, which makes each process a separate and 
independent mechanical branch. 

Not only is the skill limited to a particular phase in the 
course of production, but the nature of the skill required has 
been changed materially. Dr. Sakolski, in his report on “ En- 
trance to a Trade,” says that there has been a change from mere 
manual dexterity and mechanical efficiency “by a growing em- 
phasis upon nervous rather than physical energy. Through the 
use of mechanical devices and subdivision of labor in manu- 
facturing processes, skill has become not only qualitative but 
quantitative; in other words, there is a skill which requires a 
man not only to do his work better, but also to do more of it. 
New forms of skill indicate not only manual dexterity, but 
speed, accuracy, and also mental application.” (Labor Report 
of U. S. No. 67.) 

Professor Marshall concludes: “ Thus the two movements 
of the improvement of machinery and the growing subdivision 
of labor have gone together and are in some measure connected.” 
(P. 334, Principles of Economics. ) 
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Organized labor has therefore found a great energy in the 
specialization of crafts which modern machinery has brought 
about. What was a single industry before has now become two, 
three, and even six separate industries, each often carried on in 
an entirely different factory, their process being entirely apart 
and distinct. Hitherto there was one Boot and Shoe Makers’ 
Union, one Printers’ Union, etc. To-day we find the former 
divided into the Lasters’ Union, Shoemakers’ Union, Boot and 
Shoe Cutters, Machine Operators, Stitchers’ Union, etc. The 
latter is divided into the Stereotypers’ Union, Pressmen’s Union, 
Compositors’ Union, etc., as we shall see more in detail pres- 
ently. This overspecialization tends to disintegrate the union 
by giving rise to a number of almost separate and independent 
organizations, each interested in its own development and each 
having its own particular interests, which are often not identical 
with those of the parent union. A caste feeling arises, which is 
dangerous and which often proves fatal. To keep these con- 
flicting elements gives the proverbial “house divided against 
itself,’ and not a harmonious entity. To class all workers, the 
highly skilled, the skilled, and the partially skilled, under one 
generic term, “ members,” is an obvious injustice. To allow each 
to organize a separate union on a basis of local autonomy, though 
more just, threatens the existence of the national body. Spe- 
cialization and subdivision, although economically good, break 
the solidarity and unity of an organization. 

It often happens that great industries which have undergone 
a marked change through machinery find that the workers gain 
great mobility with respect to crafts. Very little experience is 
usually necessary to tend an ordinary machine. The journey- 
men therefore often leave their employment in times of eco- 
nomic prosperity and go in quest of other work for slight provo- 
cations. It is estimated that 5¢ of the mill workers of Fall 
River leave weekly on these migratory expeditions. This prac- 
tice, made possible by a high degree of specialization, devitalizes 
labor organization. There is no means except the closed shop 
by which these transient workers can be disciplined and the hold 
upon them maintained. (Entrance to a Trade, Sakolski, Labor 
Bulletin 67.) 

Let us look at a few concrete cases of specialization of 
industries and its attending disintegration. The Age of Steel 
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for October, 1890, in speaking of this condition in the printing 
trade, says: “ The subdivision of labor for the purposes of in- 
creased production and a cheapening process has sectionalized 
our skilled industries. Each man has his place in the alignment, 
and becomes just what the manufacturer wants to make of him 
—a specialist in a certain department. His skill is consequently 
limited and his knowledge of a trade confined to the hole in 
which he acts as a stationary peg. The effect of this, in a gen- 
eral sense, lowers the tone of industrial ambition, and the man 
who can command good wages with but one qualification is not 
likely to double the original stock.” (Also in Typographical 
Journal, November, 1890. ) 

The President of the International Typographical Union, tes- 
tifying in 1907, explained that his union originally included all 
branches of the trade, but the modern tendency in the course of 
industrial development has so emphasized the principle of spe- 
cialization that in 1895 the pressmen and bookbinders were 
allowed to withdraw and form separate international organiza- 
tions. To-day the International Typographical Union proper 
contains the following more or less separate unions: (1) Com- 
positors, (2) Stereotypers, (3) Electrotypers, (4) Mailers, (5) 
Photo-Engravers, (6) Newspaper writers, etc. In large cities 
like New York these branches meet separately, and are strong 
organizations in themselves; thus, the “ Big Six” in New York, 
the local union of the compositors, is almost as big and powerful 
as any similar independent organization of labor. The Press- 
men’s Union numbered 12,000 men in 1901, the Bookbinders, 
8,000; hence we see what a decided loss the International Typo- 
graphical Union has suffered, both in numbers and in revenue, 
by the separation. 

The iron moulding industry has suffered even more in this 
respect. P. W. Gates, of the Gates Iron Works of Chicago, in 
an address in July, 1898, referring to this minute subdivision 
and fine adjustment in his craft, says: “ This specialization is 
carried to such an extent that on hiring a moulder now it be- 
comes necessary to ask him what line of work he is accustomed 
to do, while in the past, the statement that the applicant was a 
moulder carried with it the understanding that he could do any 
moulding work. I have heard it argued that specialization will 
be carried to such a point that it will not be necessary to have 
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apprentices, because common laborers can soon be schooled to 
make any one piece cheaper and just as good.” 

Those branches of the glass industry that have been invaded 
by machinery are beginning to suffer just as severely in this 
respect. Fifteen years ago a man could blow bottles from one 
ounce to almost any size. To-day we find a “ one-ounce blower,” 
a “sixteen-ounce blower,” a “demijohn blower,” etc. These 
men were kept at one special line of work, and their muscles and 
their minds are worked into a mould, so that they respond read- 
ily to only one set of actions. Through this specialization the 
volume of production is, of course, increased, but as new ma- 
chines keep coming in to displace the skilled bottle blowers who 
can make only one size bottle with ease and rapidity, these work- 
ers find that they cannot readily fit into any part of the trade. 
This has been responsible to a very great extent for the great 
numbers of unemployed, in spite of the fact that the other 
branches needed additional help. 

The classic example of this principle is the boot and shoe 
industry. As early as 1871 the Massachusetts Labor Report (p. 
232) complains: “ Invention seemed to center about it (boot and 
shoe industry) until every phase of the ‘ Ancient and Honor- 
able Mysterie of Cordwainers’ has disappeared, and in its place 
have come cutters, stock fitters, lasters, bottomers, machine op- 
erators, beaders, trimmers, edgesetters, finishers, and a host of 
others.” So far had specialization been carried, and so marked 
was the caste and class feeling which it brought, that in 1878, 
when an arbitration board of eleven was to be organized by the 
Knights of St. Crispin, we find not a board composed of the 
eleven ablest men of the craft, but a committee organized so as 
to give the eleven most important branches of the trade one 
vote (Mass. Labor Report, 1878, p. 42). 

For a long time the lasters felt that they were to be among 
the few skilled artisans left, for they still worked with their 
pincers and “ jackhammers” fitting uppers to soles and giving 
the shoe its shape and form. “A machine would never supply 
the judgment necessary for the fit,’ was their boast. But it 
was an idle boast, for in 1893 McNeil wrote: “ We have last- 
ing machines working with some degree of success.” To-day 
this type of machine is so perfect that by pressing a lever with 
his foot the operator sets in motion a contrivance which can fit 
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the uppers to a sole in the most delicate manner, and with ease 
last the most difficult shape and the most outlandish curves that 
modern fashions demand. But the laster’s work is carried on 
in a different part of the shop. Thus, there has been developed 
a caste of separate workers, who have organized the “ Lasters’ 
Protection Association of America.” The lack of harmony and 
articulation between this and the parent body has caused no end 
of trouble. It is worthy of note that the Boot and Shoe Makers 
Union, which shows the greatest embodiment of specialization, 
is at present in a worse condition than any other union that once 
enjoyed the same prestige and power. Every branch that or- 
ganizes a partially successful association of its workers launches 
out as an international or national union, until one hardly knows 
which is the parent union. All the disintegrating effects and the 
resulting isolation and growth of castes can be seen in this craft 
and in the history of the organization of its workers. 


6. THE UNION WEAKENED BY BREAKING THE APPRENTICESHIP 
REGULATION 


In industries, where the introduction of new and improved 
machinery came simultaneously with a marked decrease in the 
skill of the workers, the labor unions have suffered greatly 
through the abolition, partial or total, of the apprenticeship regu- 
lations of their crafts. Before the age of machinery, the great 
question for every young man who chose an artisan’s vocation 
was, “ How shall I prepare myself for my life’s work?” To-day 
such a question, in most industries, is useless for two reasons: 
(1) A craft is not regarded as a life work. With the mobility 
of labor from craft to craft, because industries are so special- 
ized, no young man feels that he is fitting himself for his par- 
ticular niche in the industrial world. A craft is only a stopping 
place on an industrial pilgrimage whose destiny the individual 
does not know. (2) With the abolition of skill, special training 
for entrance to a trade becomes unnecessary. Since training 
and experience are no longer essential, apprenticeship periods 
are fast becoming things of the past and are being abolished in 
all trades except in those very few where machinery has brought 
in a new and more skilled industry, as in typesetting. 

Through the apprenticeship regulations the unions controlled 
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the members who entered their craft. This control, so essential 
for the maintenance of a complete monopoly of their labor mar- 
ket, is now being overthrown. Their very existence is often 
thus being threatened and their lives made precarious. 

Dr. A. M. Sakolski (67th Labor Report of U. S., “ Condi- 
tions of Entrance to Principal Trades”) says: “ The importance 
of maintaining a high standard of skill in their occupations is 
felt by all the workmen. It was this motive which led artisans, 
through their associations and otherwise, to enforce stringent 
rules regarding apprenticeship and to exclude all from the trade 
who had not served the full apprenticeship term. It was this 
motive, likewise, which prompted so many workmen to resist 
the immediate introduction of machinery, as well as new proc- 
esses tending to reduce skill, since these generally interfered 
with the rigid enforcement of apprenticeship and otherwise 
affected the conditions of entrance to the trade.” 

Conclusion.—We began the study of our present chapter with 
the statement that the life and strength of a labor union depends 
upon the maintenance of the monopoly of the labor of its craft. 
In tracing the effects of machinery upon organized labor, we 
found that it tends to break this monopoly, to rob it of its great- 
est vitality, by introducing unskilled native and foreign elements, 
by displacing its members, and causing discontent in the ranks 
on account of irregularity of employment and the decrease in 
the wage rate. It also causes isolation and disintegration in the 
social body, and denies it a voice in deciding the numbers who 
are to be introduced into the trade. This being the case, we can, 
a priori, conclude that the attitude of the unions toward ma- 
chinery will be rather inimical, and that whatever plans they 
adopted were calculated to counteract these demoralizing effects 
upon organized labor. 
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EDITORIAL 
An Executive Officer for the American Association 


The Constitution of TH—E AMERICAN ASSOCIATION OF PUBLIC 
AccouNnTANTs declares its objects to be: to unite the public 
accountants practicing in the United States in one organization ; 
to bring the several state societies of accountants into communi- 
cation with one another; to encourage the formation of more 
state societies and to aid them in securing C. P. A. legislation. 
In these directions the American Association has done much use- 
ful and formative work. There are now twenty-three state 
societies and an equal number of state C. P. A. Laws. Thus 
far well! 

The constitution contains this further object: 


“(f) To spread and to urge upon its constituent societies 
the importance of spreading a knowledge and recognition of the 
utility and necessity of the public accountant in the industrial 
and financial development of the country.” 


What has been done in this direction? It must be admitted, 
very little. 

The American Association is now about to pass out of the 
formative stage and enter upon a wider field of usefulness for 


458 


Editorial 


the benefit of the profession it represents. It is about to enter 
upon the fulfilment of its most useful mission. It has always 
been one of the objects of the association to “ advance the in- 
terests of the profession,” but until now it has not been possible 
to attempt any movement on a large scale. 

As told in the September JourNAL, a special committee of 
its members has been at work to provide ways and means for 
the board of trustees of the association to retain the services 
of a competent executive officer, one who shall devote all his 
time to the interests of the association. A national organiza- 
tion of an important and useful group of professional men should 
have a permanent executive, who should be provided with suit- 
able quarters and adequate office facilities. 

Some of the proposed activities of the new executive were 
indicated in an article in the September number of the JouRNAL 
and will be fresh in the minds of our readers. One is by bring- 
ing the public accountants into contact with other groups of 
business and professional men, on the occasion of annual trade 
conventions and the like. By this means a sphere of usefulness 
will be opened up, which as yet has been untouched. 

An important part of the duties of the executive secretary 
will be to prevail upon members of the association to prepare 
and to deliver lectures at the universities and to student classes, 
addresses to conventions of business men, and, in some cases, 
after-dinner speeches at banquets. The publication of these lec- 
tures and addresses in the daily press and in business periodicals, 
in a systematic, well-ordered manner, under the auspices of the 
association, will lead to a better recognition of the profession 
and its utilities. 

For these important duties the association needs the services 
of a well-educated gentleman, a man of good address, tactful 
and resourceful; a man of original ideas, with ability to carry 
them out; a man who can bring about opportunities for the 
exploitation of the profession by its own members in a well- 
directed, dignified campaign of education. 

The duties of the new officer are to be defined by the board 
of trustees or by the executive committee on its behalf. It 
will be no light task for the committee to guide and control the. 
movements of a new and resourceful executive, without damp- 
ening his enthusiasm. The authority to be given to the new 
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executive must be carefully guarded by the board. The added 
impetus, derived from the employment of a high-salaried man, 
will make a great change in the doings. Things will travel at a 
faster pace, which will necessitate most careful steering. 

The success of this important and far-reaching movement 
will depend not alone upon the efforts of the executive secre- 
tary and not alone upon the wisdom with which his efforts shall 
be directed by the executive committee of the board of trus- 
tees, but upon the continued enthusiastic support these efforts 
shall receive from the members of the American Association. 

A number of adverse comments have been made by some 
members of the association regarding the methods chosen by the 
committee to secure the additional income. The opinion has 
been expressed that the necessary income to meet the increased 
expense should be raised by increasing the dues of the associa- 
tion or by making a special assessment on all its members. To 
increase the annual dues or to levy an assessment would require 
changes in the by-laws not only of the American Association but 
of all its constituent societies. This cannot be contemplated 
lightly. 

The committee appears to have adopted the only means im- 
mediately available, and, moreover, has succeeded in securing all 
the additional income necessary to carry out, or, at least, to in- 
augurate, this new movement. A compulsory assessment would 
work a hardship on many who cannot afford to participate in a 
movement of this sort, while voluntary contribution places no 
burden on those who may be unable or unwilling to help. 

At the forthcoming annual meeting of the American Asso- 
ciation there will be an opportunity for the delegates of the sev- 
eral constituent societies to consider and discuss the propriety of 
raising the dues, or of amending the by-laws so as to provide for 
the appropriate assessment. In the meantime the success attained 
by the special committee in raising this guarantee fund, evidences 
the fact that the profession can support a national organization 
and can afford to adequately remunerate its Executive Officer. 


Why Not Latin ? 


The old cry that the classics are useless as preparation for any 
practical work has been heard so often in the past century or two 
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that it is no surprise to hear it now when education for business is 
discussed. A recent article by Mr. William Arthur Chase in 
THE JOURNAL OF ACCOUNTANCY, in which an outline was given 
of the preparation desirable for the public accounting profession, 
evoked the following comment from Beach’s Magazine: 


It is very true that anyone expecting to become a successful 
public accountant should be a man of culture and possess some- 
thing more than a fair general knowledge. A thorough acquaint- 
ance with literature, history, political science and economy, and 
philosophy is very desirable—but why Latin? What is there 
about the learning of a dead language which makes a man a better 
accountant? Everything worth while in the way of Latin litera- 
ture was translated long ago and there is no necessity for a man 
to make his own translations. The value of a knowledge of 
German, French, Spanish and, perhaps, Japanese cannot be over- 
estimated—but why Latin? 

In emphasizing the importance of a good general education 
Mr. Chase asserts that the history of mankind goes to prove that 
the man of culture is the man of honor, and honor is one of the 
indispensable attributes of the successful public accountant. 


It is true that Latin has little value as a specific training for 
the profession of accountancy. But it may be urged with equal 
truth that many of the subjects taken in preparation for this or 
any other profession cannot be directly applied. In spite of this, 
no one would maintain that the preparation is adequate which 
involves only instruction in the subjects that are of certain and 
daily use. The university schools of commerce are not satisfied 
that their graduates should possess merely a technical knowledge 
of accounting and law; they insist upon such other subjects as 
finance and economics as will be valuable to them in solving future 
problems, the precise nature of which cannot be foreseen. What- 
ever the profession, the preparation for it should be broad enough 
to supply a basis upon which the student may work in solving 
such problems and meeting such difficulties as he has not been 
directly prepared for. 

If too narrow specialization is undesirable in the strictly pro- 
fessional training it is so much the more inadvisable in the pre- 
paratory education that precedes it. The prime purpose of 
education should be to cultivate qualities of mind and of character 
that will serve in all times and places. The student’s question 
should not forever be, “ what particular good will this do me?” 
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Granted that the particular good can be pointed out as it has 
often been—may it not be enough to rest its claims upon its gen- 
eral good? It brings him in contact with a literature that has 
been studied, not for years, but for centuries. Hazlitt has excel- 
lently stated this view of the matter in one of his essays, — 
it is worth while to quote in part here: 


The study of the classics is less to be regarded as an exercise 
of the intellect than as “a discipline of humanity.” The peculiar 
advantage of this mode of education consists not so much in 
strengthening the understanding as in softening and refining the 
taste. It gives men liberal views; it accustoms the mind to take 
an interest in things foreign to itself; to love virtue for its own 
sake ; to prefer fame to life, and glory to riches; and to fix our 
thoughts on the remote and permanent, instead of narrow and 
fleeting objects. It teaches us to believe that there is something 
really great and excellent in the world, surviving all the shocks 
of accident and fluctuations of opinion, and raises us above the 
low and servile fear, which bows only to present power and up- 
start authority. Rome and Athens filled a place in the history 
of mankind which can never be occupied again. They were two 
cities set on a hill, which could not be hid; all eyes have seen 
them, and their light shines like a mighty sea-mark into the 
abyss of time. 


To this view expressed almost exactly one hundred years ago 
the past century has added little. In view of the present tendency 
toward specialization it is worth while to look to this side of the 
matter and see that the tendency does not proceed so far as to 
exclude education that is broad enough to cultivate the man as 
well as the mind. 

Furthermore it cannot be admitted that the study of Latin 
has no practical or “ particular ” value for the accountant. Exact- 
ness, precision, conciseness should be qualities of an accountant’s 
style. The young man who has studied Latin will acquire these 
qualities quicker than one who has not. If he has mastered the 
fundamental principles of the Latin syntax and has translated 
a few hundred pages of Cesar, Virgil and Cicero, he will have 
had invaluable lessons in the art of writing tersely and clearly. 
This is surely of practical importance to the accountant. He 
must be clear and exact or his client will not understand him, and 
he must be concise and to the point, for long-winded verbosity 
makes the businessman impatient. By all means, then, let the 
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boy who expects to become an accountant learn something about 
the vigorous speech of the old Romans, 

The young man preparing for the accounting profession has 
the option of two courses. Having completed his high school 
course, he may enter a university school of commerce and get a 
thorough training in the theory and practice of accounting in its 
various applications, in economics, in finance, in commercial law 
and in it at least one of the modern languages. In several of the 
larger cities he can get this university training by attendance at 
evening sessions, getting practical experience at the same time by 
employment during the day as bookkeeper or as assistant in an 
accountant’s office. On the other hand, he may put himself in 
the hands of a coach and have crammed into his head just enough 
knowledge of law and accounting to enable him to pass the 
C. P. A. examinations. He will have no difficulty in finding 
coaches who will “ guarantee” his preparation for the examina- 
tions. THE JOURNAL believes that the young man who chooses 
the second course makes a serious mistake. Accounting is not a 
trade or a mere routine vocation like bookkeeping. It is a profes- 
sion and its successful practitioners in the future are going to be 
men of broad views and liberal education. 


A University Memorial for an Accountant 


The New York University School of Commerce, Accounts 
and Finance next month will honor the memory of its first Dean, 
the late Charles Waldo Haskins, by special exercises and by the 
unveiling of a memorial tablet which is to occupy a conspicuous 
position in the University Building at Washington Square. The 
tablet will show a bust of Mr. Haskins and a quotation from his 
writings. This event must be of interest to all accountants in 
the United States, for it is probably the first time that such honor 
has been paid by a university to a member of the accounting 
profession. Mr. Haskins had a wide acquaintance throughout 
the United States and all who knew him will agree that the 
accounting profession has never had a more genuine, active and 
efficient friend. The School to which he gave a great deal of his 
time during the last few years of his life was founded by New 
York University as a result of the wise and determined efforts 
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of a group of prominent and public-spirited accountants in New 
York City. Mr. Haskins became its Dean and organized the 
teaching staff, remaining at its head until his death in 1903. The 
School, which now has about 1,000 students, has developed along 
lines laid out by Mr. Haskins and has many graduates active in 
the profession. Other universities during the last ten years have 
founded similar schools and much of the credit for this educa- 
tional progress, which is of far reaching importance to the ac- 
countant, must be given to the man whose distinguished services 
New York University will commemorate in November. 


The Accountants’ Round Table 


The Accountants’ Round Table, a social club organized in New York 
City the early part of this year, had an enjoyable outing and clam-bake 
at Point View Island on September 13. The “Table” chartered the tug 
“ Dalzelline,” which left the Battery at 12.45 with about twenty members 
aboard. A baseball slaughter, resulting in a score of 14 to 10, prepared 
them for a special clam-bake. 

The next gathering of the “ Table” will be on the night of Novem- 
ber 28. 


Bankers Favor Supervision of Reports 


J. B. Russell and Company, New York bankers, in a recent weekly cir- 
cular say: “ We believe that no corporation that sells its stocks or bonds 
to the public should be permitted to publish any statement of its condition 
or earnings that has not first been examined by auditors chartered by the 
state for such purposes, certified to as correct in every particular by such 
auditors; also that it should be made a criminal offense for an auditor 
so chartered to certify to any false statement of condition or facts.” 


Michigan Association Elects Officers 


The annual meeting of the Michigan Association of Certified Public 
Accountants was held on September 20, 1910, in the Majestic Building, 
Detroit. 

The officers elected for the ensuing year are as follows: 

N. A. Hawkins, C. P. A., President 
Frep Wisxon, C. P. A., Vice-President 
Harry Rupte, C. P. A., Treasurer 

Frep T. Gres, C. P. A. Secretary 
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At the last examination for C. P. A. certificates the following candi- 
dates passed and have received from the Governor their certificates : 

Mr. George H. Parks, Grand Rapids, Mich.; Mr. W. D. Bonthron, De- 
troit, Mich.; Mr. Fred H. Suter, Detroit, Mich.; Mr. Frederic A. Tilton, 


Detroit, Mich. 


Annual Meeting of the American Association 


Complete Program of the Convention in New York City 


Plans are now practically completed for the twenty-third annual 
meeting of the American Association of Public Accountants, to be held 
at the Hotel Astor, in New York City, October 17 to 20, 1910. The 
largest attendance in the history of the association is expected, and an 
interesting program has been announced by the joint committee of 
arrangements, composed of the following: 

E. W. Chairman; ALEXANDER ADERER, JAMES T. ANyon, HENRY 
R. M. Coox, Howarp B. Coox, Leon O. FisHer, Pertey Morse, S. D. 
Patterson, J. E. Srerrett, E. L. Surrern, ArtHur W. TEELE, WILLIAM 
F. WEIss. 

The complete program of the meeting is as follows: 


Monpay, OcToBER 17TH 


10.30 A.M. Meeting of the Board of Trustees. 

4-6 p.m. Reception by the Ladies of the New York State Society of 
Certified Public Accountants at Hotel Astor. 

8.00 p.m. Theatre Party. By invitation of the New York State Society 
of Certified Public Accountants. Tickets to be obtained at Registration 
Bureau. Performance begins promptly at 8.00 p.m. 


Tuespay, Octoser 18TH 


10.00 A.M. First Business Session. Address of Welcome, Hon. John 
Purroy Mitchell, President of Board of Aldermen of the City of New 
York. Paper by Dr. Elmer Ellsworth Brown, U. S. Commissioner of 
Education. Some relations of Public Accounting to Education. Discus- 
sion by prominent educators. 

2.30 P.M. Presentation of Credentials. President’s Address and presen- 
tation of the Report of the Board of Trustees. Reports of Officers, Com- 
mittees and State Societies, including the report of the Special Committee 
on Terminology. 

7.00 P.M. “At Home” and Informal Dinner at Healey’s, by invitation 
of the New York State Society of Certified Public Accountants. 


WEDNESDAY, OCTOBER 


10.00 A.M. Business Session. Regular order of Business, including the . 
election of Officers and Trustees. 
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2.30 P.M. Presentation of a paper entitled “The Proper Form of 
Balance Sheet,” by Mr. W. H. Roberts, C. P. A., Illinois, followed by a 
discussion on the subject of the paper. 

By request this evening has been left open for private entertainments. 


Tuurspay, OcTOBER 20TH 


10.00 A.M. Closing business session, including induction of newly 
elected officers. Presentation of a paper entitled “ Municipal Accounting,” 
by Mr. Richard M. Chapman, C. P. A., New York, followed by a dis- 
cussion on the subject of the paper. 

2.30 P.M. Meeting of the Board of Trustees. 

7.00 P.M. Annual Banquet of the American Association of Public 
Accountants at the Hotel Astor. 


Fripay; OcToBer 21ST 


The American Association Golf Club meeting and Tournament. Full 
information may be obtained at Registration Bureau. 


Speakers at Annual Banquet 


The committee in charge of the annual banquet of the American 
Association, Henry R. M. Cook, chairman, E. W. Sells, and W. F. Weiss, 
have announced as speakers the following: 

Hon. JoHN Greene, Commissioner of Education and Financial Editor 
of Bradstreets. “The Relation of Accountancy to the Business Com- 
munity and Governmental Affairs.” 

Hon. Georce A. Post, President of the Railway Business Men’s Asso- 
ciation. “ Figures of Speech.” 

James W. Ferntey, Esq., President of the Pennsylvania Institute of 
Certified Public Accountants. “A Quaker’s Visit to Father Knicker- 
bocker.” 

In conclusion there will be a response from the President of the Amer- 
ican Association of Public Accountants. 


> 
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Epitep. By CHARLES W. GersTENBERG, Ph.B., LL.B. 


The Legal Department of Taz JourNAL or AccOUNTANCY is prepared to render a genuine service 

to its subscribers and readers, by undertaking to answer legal questions submitted to it. These ques- 

, while they may be suggested by the problems that arise in the practice of our correspondents or 

the more theoretical requirements of examination boards, should always be so stated as to call for 

propositions of law. Whenever the Department receives a query the correct answer to which 

may vary with many possible but unstated circumstances the correspondents will be asked to give the 

details or advised to consult local counsel. Reasonably prompt replies by the Department will be 

made by T+ communication or through the columns of THe Journat. Address all communica- 
tions to Journal or Accountancy, Legal Department, 32 Waverly Place, New York City. 
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Cueck “In 
PIKE v. BuzzeEL. 


It was held in Supreme Court of New Hampshire, June 7, 1910 (76 
Atl. Rep. 642), that the acceptance of a check, marked “in full settlement 
of account to date,” is strong, but not conclusive evidence of a settle- 
ment. The opinion of the court is as follows: 

Action by John C. Pike against Edwin H. Buzzell. Facts agreed, and 
transferred to the Supreme Court without a ruling. Case discharged. | 

The suit is upon a disputed account for lumber. The defendant, claim- | 
ing damages in the sum of $150 against the plaintiff for breach of con- 
tract to ship other lumber, sent his check to the plaintiff for the sum 
due less that amount, stating in the letter and upon the face of the check 
that it was “in full settlement of account to date.” The plaintiff indorsed 
the check and received the money upon it, which he credited to the de- 
fendant on account. Upon these facts the defendant claims that the : 
plaintiff is “concluded,” and that he is entitled to judgment. If this : 
claim is not sustained, the case is to stand for trial. q 

Wacker, J. As the case is understood, the question presented is | 
whether the plaintiff’s receipt of the defendant’s check and the collec- 4 
tion of the money thereon necessarily amounted to an assent on his part a 
to the defendant’s proposition that the money thus received whe be 
deemed to be in full settlement of the account. This transaction is un- 
doubtedly strong evidence that the minds of the parties met upon the 
proposition of a settlement; but if, for some sufficient reason, the plaintiff 
did not in fact assent to the defendant’s proposition, his application of 
the money on account did not amount in law to a settlement. The de- 
fendant’s position seems to be that no additional evidence of the plaintiff’s q 
understanding is admissible, because there is a conclusive presumption 4 
arising from the facts reported that he assented to the defendant’s propo- 
sition. Whether he assented or not is clearly a question of fact—not of 
law—which is to be found by considering, not a part, but all, of the rele- 
vant evidence which is legally admissable upon that issue. Gowing v. 
Thomas, 67 N. H. 390, 40 Atl. 184. The plaintiff may be able to produce 
competent evidence tending to prove that, notwithstanding the language 
of the defendant’s letter and check, there was under the circumstances no a 
agreement in fact between the parties for a settlement. The court can- ‘ 
not say that such evidence may not exist. If it does exist, and is offered, 3 
‘ it should be received and considered in connection with the rest of the ! 
evidence in the case. 

Whether, upon the evidence reported, a jury could reasonably find 
that the plaintiff did not assent to the proposed compromise of his claim, 
is a question which has not been considered, since, in view of what has 
already been decided, and in accordance with the terms of the case, a 
further trial may be had. 


Case Discharged. All concur. 
The New York law on this point is well discussed by Vaun, J., in Nas- | 
soiry vs. Tomlinson, 148 N. Y. 326. { 
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STOCKHOLDERS’ LIABILITIES IN CORPORATIONS ENGAGED IN AN 
ILLEGAL BUSINESS 


The following is an important decision rendered by the Supreme Court 
of Georgia, August 10, 1910, in an action entitled Roney vs. CRAWFORD 
(68 S. E. Rep. 701). 

EVANS, P. J. The action is by T. C. Crawford, trustee in bankruptcy 
of the Augusta Debenture Company, Limited, against H. C. Roney, to 
recover a balance due on a stock subscription. The case has been twice 
before considered by this court. 126 Ga. 763, 55 S. E. 499; 130 Ga. 515, 
61 S. E. 117. In the former trials the defendant contended that the 
company had erred and declared dividends on his stock sufficient to dis- 
charge all liability on his subscription contract, except the sum of $56.32, 
which he offered to pay. At the last trial the defendant amended his plea 
by alleging that the business engaged in by the debenture company was 
a lottery scheme, calculated to defraud, contrary to public policy, and pro- 
hibited under the laws of the state; that the company issued certain de- 
benture certificates of the forms attached to the plea, and when the com- 
pany failed there were no creditors other than holders of debentures; and 
that the suit is proceeding solely in the interest of such debenture holders. 
The court refused to strike this amendment on demurrer, and submitted 
this phase of the case on the theory that if the business of the debenture 
company was that of a lottery the debenture holders were in pari delicto. 
Exceptions are taken to his instructions and refusals to charge on this 
subject. The jury returned a verdict for the plaintiff, and the defendant 
moved for a new trial, which being refused he brings error. 

1. The court instructed the jury that the defendant would not be en- 
titled to the stock-dividend credit unless the dividend had been actually 
earned at the time it was declared, and that dividends on corporate stock 
can only be declared and paid out of net profits, and refused to instruct 
them that, if the dividend was declared by the directors in good faith and 
received by the stockholders in the belief that the same had been paid out 
of the profits, the defendant would be entitled to a credit for such divi- 
dend upon his stock subscription, even though such dividend was paid 
out of the capital stock. The charge of the court was in accord with the 
principles enunciated in the case in 130 Ga. 515, 61 S. E. 117. In that 
report the evidence submitted by the plaintiff to show that the dividend 
claimed by the subscriber had not been actually earned was examined and 
held sufficient to carry the case to the jury on that issue. The same evi- 
dence was produced upon the second trial, and is sufficient to sustain the 
finding of the jury, which was adverse to the defendant. 

2. According to the averments of the amended plea, it is contended 
that the present suit is an effort to collect assets of a bankrupt corpora- 
tion, who was engaged in the business of a lottery for the purpose of 
reimbursing the debenture or lottery-ticket holders. The plea is projected 
upon the theory that the debenture holders and the debenture company 
are in pari delicto. It is a general rule of universal application that courts 
of justice will not allow one in pari delicto to enforce an executory con- 
tract, or recover back amounts paid upon an illegal contract. For the 
purpose of determining the merits of the defense set up in the amended 
plea, we will assume that the corporation was engaged in a lottery scheme 
as alleged in the plea. Let it be observed, however, that the action by the 
trustee in bankruptcy is not to recover money to pay any prize, but to 
collect the unpaid stock subscriptions as assets of the bankrupt corporation 
for the purpose of paying such claims as are legally chargeable against 
the bankrupt’s estate. Lotteries have ever been deemed as contrary to 
public policy, but the keepers of lotteries were not denounced as criminals 
by the common law. The rule of par delictum, which finds expression in 
the maxims, “ex turpi causa non oritur actio,” and “in pari delicto melior 
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est conditio defendentis,” forbids a suit upon an illegal contract where 
both parties knowingly and intentionally engage in the illegal act. But 
there are exceptions to the general rule, which have been recognized by 
the courts from the earliest times. One of these exceptions or limitations 
grows out of the nature of the particular transaction, and is thus ex- 
pressed by Sir George Jessel, Master of the Rolls, in a comparatively 
recent English case, “ You cannot ask the aid of a court of justice to 
carry out an illegal contract; but in cases where the contract is actually 
at an end, or is put an end to, the court will interfere to prevent those who 
have, under the illegal contract, obtained money belonging to other per- 
sons on the representation that the contract was legal, from keeping that 
money.” Sykes v. Beadon, L. R. 11 Ch. Div. 170, 193. The reason for 
this rule is thus stated in 2 Pomeroy’s Eq. Jur. § 842: “ When the con- 
tract is illegal, so that both parties are to some extent involved in the 
illegality, but are not in pari delicto—that is, both have not, with the same 
knowledge, willingness, and wrongful intent, engaged in the transaction, 
or the undertakings of each are not equally blameworthy—a court of 
equity may, in furtherance of justice and of a sound public policy, aid the 
one who is comparatively the more innocent, and may grant him full 
affirmative relief, by canceling an executory contract by setting aside an 
executed contract, conveyance, or transfer, by recovering back money paid 
or property delivered, as the circumstances of the case shall require.” 
In the charter of the debenture company there was no suggestion that 
a lottery business was intended. The various certificates issued by it con- 
tained very alluring inducements to the investor, and were calculated to 
appeal very strongly to the cupidity of those uninitiated in the intricacies 
of modern finance. Our Penal Code denounces as criminal the sale of 
anything representing a chance in a lottery, gift enterprise, or other sim- 
ilar scheme or device; but no penalty is imposed upon the purchaser of a 
chance in any lottery scheme. Pen. Code 1895, $$ 406-408. If the deben- 
ture company was really engaged in a lottery scheme, then it would be 
guilty of a misdemeanor in the conduct of such business; but those who 
did nothing more than purchase debenture certificates would not be af- 
fected with the poepetemates criminality. The lottery acts of 14 George 
III, c. 76, forbade the insurance of lottery tickets. It was held in Jaques 
v. Golightly 2 Wm. Bl. 1073, that money paid as a premium for insuring 
lottery tickets may be recovered back, though the winnings, if any, can- 
not be recovered, the contract being void by the statute; and the Chief 
Justice is reported to have said: “ The statute is made to protect the ig- 
norant and deluded multitude who, in hopes of gain and prize, and not 
conversant in calculations, are drawn in by the office keepers.” In Mount 
v. Waite, 7 Johns. (N. Y.) 434, which was an action to recover money 
which the plaintiff had paid to the defendant for insuring lottery tickets, 
Chancellor Kent said: “ The plaintiffs here committed no crime in making 
the contract. They violated no statute, nor was the contract malum in 
se. I think, therefore, the maxim as to parties in pari delicto does not 
apply, for the plaintiffs were not in delicto.” And this rule has been very 
generally followed by the American courts. Becker v. Wilcox, 81 Neb. 
476, 116 N. W. 160, 16 L. R. A. (N. S.) 571, 129 Am. St. Rep. 690, and 
cases cited in the notes; also, authorities cited in the opinion of Lumpkin, 
.. when on the trial bench, which will be found in the case of Equitable 
an & Security Co. v. Waring, 117 Ga., at page 632, 44 S. E., at page 
320, 62 L. R. A. 93, 97 Am. St. Rep. 177. There is nothing in the pleading 
or the evidence which charges that the debenture holders actively partici- 
pated in the furtherance of the business of the defendant. ey were 
simply purchasers of certificates from the debenture company, and did 
not participate in the management of the corporation’s affairs. So that 
it becomes immaterial to decide whether the particular business in which 
the debenture company was engaged was that of a a inasmuch as, 
under the allegations in the pleadings and under the proof submitted, the 
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debenture holders were not in pari delicto with the debenture company, 
even if it be conceded that the debenture company conducted a lottery, 
which is not decided. The court gave the defendant the benefit of a 
defense to which he was not entitled; and he has no cause of complaint 
as to the accuracy of instructions in the submission of that defense, when 
such instructions were not calculated to injuriously affect his other de- 
fense. The charge on the burden of proof was not erroneous. 

The case was fairly tried on the real issue, under appropriate instruc- 
tions, and the judgment refusing a new trial is pln | 

BECK, J., absent. The other Justices concur. 


LecaL CONSIDERATION FoR IssuE oF STOCK AND FOR ISSUE OF BONDS 


The following is taken from the head notes in the action RoLapp vs. 
Ocpen and N. W. R. Company, decided by the Supreme Court of Utah 
(110 Pac. Rep. 364). 

Const. art. 12, § 5, provides that corporations shall not issue stock, 
except to bona fide subscribers therefor, or their assignee, or issue any 
obligation for payment of money, except for money or property received, 
or labor done and that all fictitious increase of stock, or indebtedness, 
shall be void. Section 11 provides that no corporation shall issue stock 
or bonds, except for money paid, labor done, or property actually received. 
Comp. Laws 1907, § 316, provides that property may be received in pay- 
ment for stock, but if so, it must be described in the articles of incorpora- 
tion, and its fair cash value stated, which statement, except for corpora- 
tions created for mining and irrigation, must be supplemented by affidavit 
that the property is reasonably worth the amount in cash stated, for which 
it is received. Section 432, relating exclusively to railroads, provides that 
a certificate of ee eye shall not be issued to any railroad company 
until it appears by affidavit that $1,000 for each mile of the proposed rail- 
road has been subscribed, and that 10 per cent. of the amount subscribed 
by each subscriber has been paid. Section 331 provides that the property 
of a corporation and the unpaid capital stock shall be liable for the debts 
of the corporation. Held, that the capital stock of corporations, except 
those created for mining and irrigation, must represent full actual value, 
either in money or property, and the subscribers for the stock must pay 
100 cents on the dollar, or its equivalent, for their stock, and until so 
paid they are liable to creditors of the corporation for any balance re- 
maining unpaid on their subscriptions. 

{Ed. Note——For other cases, see Corporations, Dec. Dig. § 228.*] 

Const. art. 12, § 11, provides that no corporation shall issue stock or 
bonds, except for money paid or labor done, or property actually received, 
and that all fictitious increase of stock or indebtedness shall be void. 
Held, that a corporation cannot issue bonds as a bonus to subscribers to 
the capital stock, and where subscribers to the stock of a corporation paid 
for the amount of stock issued to them, so that they were entitled to fully 
paid stock, bonds of the corporation issued to them in addition to the 
stock were void, as against creditors while in the hands of stockholders, 
not purchasers for value and without notice; they being a “ fictitious in- 
crease of indebtedness” within the Constitution, even though they were 
issued and delivered as security for additional money advanced by the 
subscribers as a loan, either to or for the benefit of the corporation before 
issuance of the bonds, or though such sum advanced became a part of the 
consideration for the bonds, such advance amounting to only one-fourth 
of the amount of bonds issued, and as against the corporation they could 
not be enforced for any amount in excess of what the corporation re- 
ceived for them from the stockholders. 

{Ed. Note.—For other cases, see Corporations, Cent. Dig. § 1832; Dec. 


Dig. § 460.*] 
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Derinitions: “ ” “ Watver” “ComMMERCIAL Paper.” 


In an action entitled Hottoway vs. Darpen, decided by the Supreme 
Court of Alabama, May 17, 1910 (53 S. E. Rep. 187) the above words 
were briefly defined. “‘ Ratification’ and ‘waiver’ are not .. . . synony- 
mous, to approve is the gist of ‘ ratification’; to abandon or relinquish is 
the gist of ‘ waiver ’.” 

“The note transferred by Holloway was not commercial paper, not 
being payable at a designated place as required by our statutes. Code 
1896, ections 860, 870; Haden vs. Lehman, Durr & Co. 83 Ala. 243, 3 
South 528, First Nat. Bank vs. Slaughter, 98 Ala. 602, 14 South 545, 39 
Am. St. Rep. 88, 7 Cyc. p. 602, note 32. So, whether transferred before 
or after maturity defenses pleadable against the original transferee, 
Sanders, may be interposed against his (Sanders’) transferee.” 


To Use Public Accountants 
Comptroller May Require Banks to Get Certificate 


A recent dispatch from Washington states that stiffer bank examina- 
tions made by certain public accountants will, if present plans at the 
currency bureau hold, 5 one feature of the process of improving the 
system of examinations which is now in progress. This wider use of 
certified public accountants than is now made will probably be insisted 
upon by Comptroller Lawrence O. Murray in the case of those banks 
which subject themselves in a marked way to the criticism of his office. 
It has been found that the plan of sending a special examiner at the 
expense of the offending bank to make a particular examination of its 
condition often extending over several days in those cases where there is 
serious suspicion of the status of a given bank is working very well, but 
in some cases there is complaint because of the extra charge thus entailed. 
By requiring the bank to employ the services of a known certified public 
accountant and to get a certificate from him of the exact position of 
affairs it is thought that a decided change in the banks’ attitude may be 
produced, while the evidence of outside parties as to the state of affairs 
will be rendered available. That the Comptroller has the authority to 
ap such examinations is undoubted, and they may either be made 
by the regular examination force or in the way indicated, it is explained 
here, inasmuch as the provisions of the national bank act covering the 
subject are broad enough to supply the source of authority thus indicated. 
The subject is likely to be discussed informally with bankers and with 
examiners before a new regulation is issued on the subject. 
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CC. P. A. Question Department 


Conducted by Leo GreenpDLINGER, M.C. S. 


. To solve, compare and criticise C. P. A examinations, is the object of this department. 
With the aid of s tions and criticism from the professional brethren, it can undoubtedly be achieved. 
Inquiries will be cheerfully answered. 

Following are representative problems in Practical Accounting, set by 
the State Boards of Accountancy of the states of New York and Illinois, 
respectively, at the recent examinations, with solutions by Gustave 
Jacobbson, M. A. 


QUESTION s5. 
State of New York, June, 1910. 


There were purchased December 31, 1907, $100,000 of Brownsville 
43's for $103,304.43 ex. interest. 

: June 30, 1909, half of the bonds were sold for $52,418.55 ex. 
interest. 

Given that the bonds are semi-annual and that the price paid is such as 
to net the investor the nominal rate of 4% per annum, that is 2% semi- 
annually, determine the profit made from the sale and the interest rev- 
enue for the two years ended December 31, 1909. Give an analysis of 
the Bond Ledger account as it would appear at the close of business 
December 31, 1909. 


SOLUTION 5. 
Bonp LEDGER 


Bonp LEDGER ACCOUNT 
$100,000 Brownsville 414’s of to net 4% interest 


Date Description | Dr. Cr. Balance 


1907—Dec. 31 | Purchased of X & Co. | $103,394.43 
Amortization $103,212.32 
103.026.57 

102,837.10 
Sold to Y & Co. 51,418.55 
Amortization 96 51,321.92 


GENERAL LEDGER 
Bonp SALES 


Description Amount Date 


1909 

Brownsville 4}4’s | $51,418.55 
50,000 

Profit & Loss alc 1,000.00 104.8371 % 


$52,418.55 
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INTEREST ACCOUNT 


1908 1908 
30 To bond amortization $182.11 30 By cash $2,250.00 
185.75 ma” |” 2,250.00 


1909 1909 

» 96. 

Profit & Loss alc 7,221.04 


$7,875.00 $7,875.00 


ec. 31 11,25.00 


ProFitT AND Loss AccoUNT 


1909 
— 30 By bond sale $1,000.00 
interest 7,221.04 


$8,221.04 


ANALYTICAL SINGLE COLUMN SCHEDULE 


Bond purchase, $103,394.43 
Income rate, 2% + 2,067 .89 


105,462.32 
Cash rate, — 2,250.00 


103,212.32 
+ 2,064.25 


105,276.57 
2,250.00 


103,026.57 
2,060.53 


105,087.10 
2,250.00 


102,837.10 
Bond sale, 50% 51,418.55 


51,418.55 
+ 1,028.37 


52,446.92 
1,125.00 


Balance, Dec. 31, 1909 = $51,321.92 
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QUESTION 7. 
State of Illinois, May, 19f0. 


A, B and C engage in business, A contributing $10,000 capital; B 
$5,000, and C undertakes to take the active management at a salary of 
$3,000 a year, to be paid to him monthly. After providing 5 per cent 
interest on capital they are to divide the net results in the proportions 
of 5, 3, and 2. At the end of 18 months they ascertain the position to 
be unfavorable and decide to wind up. The assets are agreed to be 
worth $12,500, of which A takes $10,000, and B $2,500. There are no 
liabilities except for the capital and simple interest thereon, and one 
— salary due C. State the position of the three partners to each 
other. 


SOLUTION 7. 


Ascertainment of profit or loss for — period, before charging interest on 
capi 


Joint Capital Account of A, B, and C 


To capital atend....... $12,500.00 || By capital at beginning. $15,000.00 
" C,cash,salary!7 mos. 4,250.00 " profit for period.... 1,750.00 
$16,750.00 $16,750.00 


Profit and Loss Account ai End of Period 


To Partners’ Interest: By $1,750.00 
A, 5%, 18 mos. on ” balance, net loss..... 3,875.00 
$750 
B, 5% 18 mos. on 
375 $1,125.00 
C,salaryfor18mos.... 4,500.00 
$5,625.00 $5,625.00 
To balance f’'w’d........ $3,875.00 || By Division of Net Loss: 
A’s share, 5-10....... $1,937.50 
B’s share, 3-10....... 1,162.50 
C’s share, 2-10....... 775.00 
$3,875.00 $3,875.00 


A’s Capital Account 


To assets taken over.... $10,000.00 || By investment........ $10,000.00 
” loss, 5-10 shares..... 1,937.50 750.00 
1,187.50 
$11,937.50 $11,937.50 

$1,187.50 
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B's Capital Account 


To assets taken over.... $2,500.00 By investment........ $5,000.00 
loss, 3-10 shares..... 1,162.50 §%....... 375.00 
1,712.50 


$5,375.00 


C's Capital Account 


To salary paid, 17 mos.. $4,250.00 || By salary, 18 mos...... $4,500.00 
loss, 2-10 share..... 775.00 .00 


$5,025.00 


COMMENTS 


In solving the New York problem Mr. pastes provides out of the 
interest collections for the amortization of the premium. The problem 
does not require that specifically; yet, in order to render a scientific solu- 
tion to the question involved, the premium paid at the purchase of the 
bonds has to be amortized out of interest payments. 

The Illinois problem is rather simple. The principles involved are 
the correct result as to profits and the relations of the partners to each 
other. The Profit and Loss Account is so arranged as to show first the 
actual result; it is then closed out by charging each partner for his share 
= loss ‘os crediting the Profit and Loss and crediting the account for 
the total. 

The partners’ capital accounts show the relation of each partner to 
the other. A and C have each overdrawn their accounts, respectively. 
The former to the extent of $1,187.50; the latter to the extent of $525, 
making a total of $1,712.50. This amount is due to B, as his account 
shows a greater investment than the loss and drawings amount to. 


The following interesting letter was submitted to us by Mr. Warrel 
S. Pangborn, C. P. A., New York. 


“To THe JourRNAL oF ACCOUNTANCY: 
“In accordance with the statement at the head of the ‘C. P. A. Ques- 


tion Department,’ that ‘ Criticism and exchange of ideas will clear man 
a doubt and at the same time improve shortcomings,’ I beg to make ref- 
erence to the answer to the last sentence of the second question under 
‘Theory of Accounts,’ in your April issue. 

“It is therein stated that the method of determining profit or loss 
under the single entry system differs from that under the double entry 
system. That is not so; for the way to determine, under both systems, 

e increase or decrease or capital (including surplus, undivided profits 
and like accounts)—which is but another term for profit or loss—is only 
by a comparison of the excess of the assets or liabilities of one period 
with that of a former one. The double entry system of bookkeeping, 
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however, has this advantage over a single entry system—that the deter- 
mination of the profit or loss may be confirmed by means of the nominal 
account. 

“It is stated, further, that the nominal accounts in the double entry 
system are kept ‘for the purpose of showing . . . whether the business 
is progressing or retrogressing.’ Assuming that ‘progressing or retro- 
gressing’ has reference to profit or loss, this statement is by no means 
strictly true. The nominal accounts are kept to show along what lines 
the business did progress or retrogress, and to what extent in either case, 
when such fact of progress or retrogression has been definitely ascer- 
tained. It is only with a class of accounts . . . comparatively very few 
in number—where the taking of inventories are not absolutely a requisite, 
that the nominal accounts can be at all the gauge referred to. 

“To the mind seeking enlightenment everything should be stated in 
the clearest possible way—wherefore my criticism. 

“Very truly yours.” 


Mr. Pangborn seems to be under the impression that the only way 
to determine the result of a business enterprise for any given period is 
by a comparison of the original capital invested with the terminal cap- 
ital. The belief that this view is erroneous we find corroborated by such 
authorities as Dicksee, Lisle, Sprague, Pixley, and Dawson. 

Lisle, in his “ Accounting, Theory, and Practice” states: “In book- 
keeping by double. entry ... the ledger accounts are so arranged that 
one side clearly shows the assets and liabilities of a business concern 
and the other side the profits and losses. Where this is not done the 
system is incomplete and the books are said to be kept by single entry. 

Dicksee in his “ Bookkeeping for Company Secretaries” states: “ As 
every source of gain or loss has been included in this account (profit 
and loss), the total gain made during the period under review, is shown 
by this account (or a total loss, as the case may be), will agree with 
the corresponding figures upon the balance sheet and if there is no error 
in the books, it must so agree.... It is here also that the especial 
value of the double entry shows itself, for a very few moments’ con- 
sideration will show that the question: “ How have we made our profit?” 
is in reality almost more important than the question: “ What profit have 
we made? 

It seems to us that the question is quite settled that the balance sheet 
is to be regarded as a verification of the profit or loss as shown by the 
profit and loss statement. 

The second part of Mr. Pangborn’s letter is, we think, answered in 
the quotation from Dicksee. While the nominal accounts may serve a 
good many other purposes, the accounting for the profits or losses is not 
the only object for which they are devised. 
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Professional Accountancy 


Affords training for the practice of a new and uncrowded profession, and for 
greater capacity and earning power in private employment. A course, to meet 
the requirements of the official New York C. P. A. Syllabus, and those of other 
states, should provide for comprehensive instruction in Accounting, in both 
Theory and Practice, in Auditing, and in Law. The requirements are met in the 
highest degree by the original lectures, text and methods used in the schools 
hereinafter named. 


Resident Schools 


A two-year professional course, preparing for practice and for examinations 
for the degree of C. P. A., is given in each of the following resident schools of 
Accountancy: New York Institute or Accountancy, Geo. E, Beck, Educa- 
tional Director, 215 West 23d St., New York; THe AccounTANcy INSTITUTE OF 


Brooktyn, Milton J. Davies, Educational Director, 11 Bond St., Brooklyn; 


BALTIMORE INSTITUTE oF AccoUNTANCY, Ralph R. Blackney, Educational Direc- 
tor, Baltimore, Md.; WasHIncton ScHoot or AccouNnTANCY, Myron Jermain 
Jones, Educational Director, Washington, D. C.; Los ANGELES INSTITUTE OF 
Accountancy, Lloyd B. Austin, Educational Director, Los Angeles, Calif.; New 
JERSEY ScHoot oF Accountancy, H. A. Townsend, Educational Director, Newark, 
N. J.; CLEVELAND Scuoot or Accountancy, O. M. Miller, Educational Director, 
Cleveland, O.; Burrato Scuoot or Accountancy, J. Gustav White, Educational 
Director, Buffalo, N. Y.; DetTrorr TEcuNicaL INstitTuTE, W. B. Van Akin, Di- 
rector, Detroit, Mich. 
Extension Instruction 

Extension Instruction is that by which institutions of learning extend their 
activities beyond the class-room, and presupposes successful resident teaching. 
With the reputation of resident schools to maintain, Extension Instruction must 
be carried on in such a way as to produce results similar to those obtained in 
resident schools. 

The resident course is given by Extension for the benefit of those unable to 
attend resident schools, with privilege of transfer to resident courses with credits 


for work accomplished and tuition paid, by Pace INstrITuTE or ACCOUNTANCY, 
Hudson Terminal, 50 Church St., New York. 


A jo-page catalogue with full detail will be furnished upon application. Ad- 
dress inquiries for resident school catalogues to respective Educational Directors, 
and for Extension catalogue to Pace Instirute oF Accountancy, Hudson Ter- 
minal, 50 Church St., New York. 
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REVISED AND ENLARGED 


Twice as Interesting 
Thrice as Valuable 


AUDITING 


Second American Edition 


BY 
ROBERT H. MONTGOMERY, C.P.A. 


Contains Many New Features, 
among which are 


THE CORPORATION 
TAX LAW 


Including Full Text and a Chap- 
ter on 


INTEREST 


Various State Laws and Deci- 
sions, Commercial Customs, 
Rules for Computing, 
etc., etc. 


A FEW PERTINENT QUESTIONS 


Is your business yielding the maximum 
return on the investment? Are your em- 
ployes rendering the most efficient services 
of which they are capable? 

Do you realize that as an individual your 

wers of observation, unaided, are so 

mited as to prevent an intelligent answer 
to the above questions? 

Do you realize that modern organization 
is so complicated as to require artificial 
means of transcending the limits of indi- 
vidual observation if you are to keep in 
touch with the operation of your business? 

Do. you realize that charts, diagrams, ac- 


counts and statistics offer a means of tran- 
scending your individual limits? 

Do you understand that a knowledge of 
accounts, their construction and significance 
will aid you in securing the maximum re- 
turn on your investment and efficiency on 
a” art of your employes? 

1 reading of Dicksee’s Auditin 
will give you the requisite knowledge o 
accounts. It will enable you to interpret 
reports and statements. 

It will enable you to insist on information 
from your accounting department that af- 
fords you a basis for administrative judgment. 


Please send me 


COUPON 


copies of DICKSEE’S AUDITING, 


Second American Edition, for which I enclose $  ————— 


Name 


THE ACCOUNTANCY 
PUBLISHING COMPANY 


Washington Square East 
NEW YORK CITY 


Street and No. 
City and State iad 


PRICE $5.00. POSTAGE, 25 Cents 
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FACTORY ORGANIZATION 
AND COSTS 


By J. LEE NICHOLSON 


This standard work is of invaluable aid to the manu- 
facturer, because: 
It helps to give a clearer insight of the physical 
working of the factory. 
He can obtain the necessary technical knowledge: 
from this book and with it partially or totally 
prevent the leakage and waste that goes on con- 
tinually in his factory and which is a heavy 
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Business Book if We 
Send it Free? 


Sign and mail the coupon below. Send no money! 


. Take no risk! 


One inundred and twelve of the world’s master, busines 
men have written ks-—2,079 pages—T vital busi 
ideas, methods. them is 


ness secrets, i In the Ceet of all that 
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Of Special Interest to Members of the 
American Association of Public Accountants 


This is an opportunity for members of The Ainicicen Ascension of Public Accountants 
to secure a copy of the record of the proceedings of the past meetings of the Association 


the Year Book of The American Association for 1907 and 1908. They contain an im- 
mense amount of information as well as good reading matter for spare hours when 
In order to clean off our book shelves and prepare for our summer trade we are di 


of these books at a lower figure than the regular price. We need the space whic Pao 
take up so as to have room for the latest works on accountancy and its allied sabia 


For a period of sixty days, July first until September first, or as long as 
they last, we will fill orders at $1.25 each; carrying charges 15 cents extra. 


Write to us and secure copies before they are gone. 
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SCHOOL COMMERCE 


AFTERNOON AND EVENING SESSIONS 
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| During the first decade the hopes of the founders of | 
a ee the School have been more than realized. Education for © .j } 
Accountancy and other business professions has been established.on the =| 
same scientific basis as that for law, medicine, etc. The enrollment of 
' the School has increased from 60 in 1900-1901 to 969 in 1909-1910. 
The instruction has been broadened in scope and made more thorough. 
For the year 1910-1911 sixty-three courses will be given’ m the | 
fields of Accountancy, Finance, Commerce, Law and Journalism. 


Technical Accounting courses include the following: L, 
Principles of Accounting 
Accounting Practice } Ww. Dennis Bes, CHA, 
Cost Accounts . . . . . John R. Wildman, M.CS. CP.A. 
Leon Brummer, C.P.A. 

Investment Accounts . Charles E. Sprague, Ph.D., C.P.A. 
Philosophy of Accounts 
Corporation Accounts } Lee 
Accounting Systems 
Harold Dudley Grecley, LLM. 

. These and other courses valuable to those who expect to. enter 
Accountancy or other business professions are described in the complete | 
Bulletin of the School, which will be sent upon request. ny 

Address the Secretary. 
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Washington Square East New York City | 
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